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A Banker’s Diary 


THE City’s reaction to the budget has been no more enthusiastic than that of 
the general public, despite its better understanding of the need for restraint. 
A Socialist budget which, while raising the price of essential 

The City foods, yet refrains from devising new penalties against enter- 

and the prise and actually removes one source of annoyance : for financial 

Budget interests—the bonus issues tax—is ce rtainly a novelty. The 

City duly registered its relief, but has paid little heed to the 
many other indications in the budget speech of an awareness of the dangers of 
trying to push re-distributive taxation any further. In the Stock Exchange 
the most noticeable response was, indeed, the disappointment among those who 
before the budget had been bidding for selected equities in the foolish expecta- 
tion of substantial reliefs in indirect taxation. 

The gilt-edged market, the recent strength of which duly acknowledges 
the wider implications of the budget, and the fact that Sir Stafford has held 
fast to orthodox finance in the teeth of great resistance, was at first preoccupied 

mainly with the technical significance - the decision not to redeem the 23 
per cent. National War Bonds, 1949-51, on their earliest optional date. On 
this there are two schools of pty "Both are agreed that this marks the 
final repudiation of the Daltonian technique, by confirming that the authorities 
are not prepared any longer to try to force the pace. But, whereas one school 
contends that this is a sign of weakness which should be interpreted bearishly, 
the other has argued that delay in redemption must imply a hope that better 
terms may be obtained at a later date. Both views are rather naive. They 
overlook the cardinal weakness of the Daltonian tactics. Forcing measures, 
so long as reckless finance can sustain them, may produce a temporary rise 
in prices, but do so only by creating so irrational a structure that an eventual 
collapse becomes inevitable. Conversely, a definite return towards the pre- 
war technique is bound to improve the underlying condition of the mar 
It would be a bear point, on the longer view, only if it could be eine as 
asign that the authorities are being swayed by the arguments for more flexible 
interest rates to provide a means of economic discipline, and are wavering 
in their belief in cheap money. There is no reason at ail to suppose that this 
isso. The most that can be read into this decision is a tacit admission that 
monetary policy last summer was rather incautious and a hint that it may 
now be more circumspect—a possibility which should be generally welcomed, 
not least by the gilt-edged market. 


UNFORTUNATELY, the reassurance which might have resulted from these signs 
of returning orthodoxy in budgetary and monetary policy has been rudely 
upset by publication of the programme to be debated by the 


Threat Labour Party at the Whitsun conference. This document 
to may indeed be the more restrained version of Socialism which 
Insurance 


had been predicted ; but, for good reasons, it has not appeared 
thus to the City. The list of new candidates for nationalization 
is shorter than some had predicted, chiefly because the shipbuilding .and 
chemical industries have been released on parole, so to speak. But it includes 
water, cement, sugar manufacturing and refining, “ suitable ’’ minerals— 
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whatever that may mean—and all companies conducting industrial assurance, 
regardless of the great scope of their other interests. 

It is upon this last proposal that City attention has mainly focused, and 
rightly, for the implications here are very far-reaching. If vast investing 
concerns such as the Prudential and Pearl were to pass into State ownership, 
a more critical blow than any delivered so far would be struck at the chances 
of maintaining a healthy financial mechanism and a mobile capital market. 
The flow of personal savings willing to take the risks of investment in new 
projects upon which Britain’s vitality depends has been virtually dried up by 
the tax collectors ; and the only present hope of sustaining the new “ merchant 
adventurers ” for which the Government appeals lies in the possibility of 
continued and perhaps increased financing through experienced and flexible 
institutional savers, among which the most important are the very concerns 
above whom the ponderous hand of bureacracy now hovers. The case against 
this proposal rests upon grounds incomparably more weighty than the needs 
of sectional interests or even than the merits of the insurance business as such. 
The plan is utterly inconsistent with the Labour Party’s new concept of the 
mixed economy of competing public and private enterprise, and is hopelessly 
at variance, too, with the whole spirit of Sir Stafford Cripps’s budgeting. 


THE Marshall Plan debate has proceeded on two fronts during the past month. 
The most crucial has been the discussion in Congress of next year’s appropria- 
tion. The amount asked for by the Administration is $5,580 

Marshall millions to cover the period of fifteen months from April, 1949, 


Aid : to July 1, 1950. In the debate on this authorization, which 
The Next took many days on the floor of the Senate, repeated attempts 
Phase were made to cut the amount, to put strings on continuation 


of aid, and in particular to discriminate against the United 
Kingdom, agp for having dared to do so well in the past year. All 
these attacks were repelled successft illy, and the Senate has approved the 
authorization for the full amount. The legislation is now running the gauntlet 
of the similar procedure in the House of Representatives. Approv al by the 
Lower House, however, will not put the final seal of Congressional approval on 
Marshall Aid for the coming year. The Congress of the United States always 
takes two bites at cherries of this kind. First comes the authorization by the 
two Houses, and then the same motions have to be gone through once again, 
in both Houses, for the formal appropriation of the amount required. This 
means that quite different committees of the Senate and the House will have 
to consider the Administration’s request for appropriation and that full scale 
debates will once more have to take place on the floors of both houses. The 
economy campaign promises to be waged far more fiercely on the Appropria- 
tion Bill than on the Authorization Bill. 

Meanwhile, in Paris a very healthy jolt to the procedure set down by the 
O.E.F.C. in revising the long-term plan of the participating countries has been 
provided by the Consultative Group of Ministers. This group, after its recent 
meeting, enunciated eight principles, with propos: ils for action under each 
head. The first and undoubtedly the most important of these principles is 
that ‘‘ on the national level 1949 must be a year of financial and monetary 
stabilization in Europe”’. The action proposed on this plane was that each 
member should provide, not later than the beginning of this month, a report 
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on its internal financial position. The Executive Committee will discuss these 
reports with each member concerned ; any evidence that the member is not 
carrying out the undertaking to which it is pledged is to be reported to the 
Chairman of the Council, who will then decide what further action should be 
taken. It is impossible to say exactly what effective sanctions would be 
available in a case of that kind, but the procedure laid down would make it 
quite clear to all concerned that the member in question was “ on the carpet ”’ 

The other principles refer to the need for a more vigorous export drive, 
particularly to hard currency areas, for curtailment in dollar imports and for 
steps to be taken “ towards the elimination of internal disequilibrium in 
Europe’’. Measures have also to be taken for the rational development of 
investment and modernization projects and for examination of the all-important 
problem of surplus population in certain parts of Europe. This Ministerial 
intervention appears to have somewhat disturbed the placid waters of O.E.E.C. 
in Paris, but if it manages to get something done, there should be no regrets 
on that score. 


THE net gold and dollar deficit of which the central reserve of the sterling 
area has to take the impact amounted to {82 millions in the first quarter of 
1949, compared with {£93 millions in the previous quarter and 

Gold Loss {147 millions in the corresponding period last year. These 
in First figures are computed before taking into account the amount 
E.C.A. Year received by way of reimbursements under the European 
Recovery Programme. Of the £82 millions deficit, £8 millions 

was covered by drawings by India on the International Monetary Fund and 
£7 millions by United Kingdom drawings on the Canadian credit. This left a 
balance of £67 millions to be met from reserves or E.R.P. assistance. E.C.A. 
reimbursements actually made to Britain during the first quarter in respect 
of previous E.R.P. expenditure amounted to £81 millions. As a result the 
central holding of gold and dollars rose during the quarter by £14 millions to 


BRITAIN’S GOLD AND DOLLAR RESERVES 
(£ millions) 














Net Financed F: 
Deficit — —- -- + -- 
Years and U.S. and Purchases ‘Ss. African Change 
Quarters Canadian from Gold E.R.P. in 
Credits I.M.F. Loan Reserves 
1946 , , 226 279 — — — + 52 
1947 - -« 8006 812 60 — — —152 
1948 : 
-. de - 147 85 22 80 — + 40 
ae ‘i 107 2 4 — 22 —- 79 
i ee a 76 _ a _ 40 — 36 
ws on 93 — 6 -—— 107 + 20 
Total, 1948.. 423 87 32 80 169 —- 55 
1949 : 
I 82 7 8 - 31 + 14 


{471 millions. This last figure compares with a reserve of {552 millions at 
March 31, 1948, that is at the inception of the European Recovery Programme. 
The fall in the total by £81 millions during the first twelve months of E.R.P. 
is, however, mainly due to the I: ig in E.C. A. reimbursements ; these have fallen 
£60 mi lions short of the actual expenditure incurred by Britain and authorized 
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by E.C.A. under the European Recovery Programme. The inevitable delay 
between procurement authorizations by E.C.A. and actual reimbursements of 
the expenditure thus creates a hidden reserve. If account be taken of this it 
will be seen that the true decline in the gold and dollar reserve over the year 
has amounted to only £21 millions. 


ALTHOUGH the Administration in the United States continues to talk of 
inflationary pressures in the American economy and of the need to implement 
the anti-inflationary legislation drafted soon after the Presi- 
America  dent’s inauguration, no one is paying any serious attention to 
Relaxes the discordant noises of this obviously well-worn and out- 
Credit dated record. All the effective action from official quarters 
Controls reflects awareness that the need at the moment is for some 
relaxation of credit controls and for tempering the forces that 
are making for economic recession in the United States. Among such actions 
taken in the recent past are the relaxations of controls over consumer credit 
and the reduction from 75 to 50 per cent. in the margin required on loans 
secured by Stock Exchange collateral. This last movement has put margin 
requirements at a more liberal figure than for many years past. It should be 
added that, though the first impact on Wall Street was bullish, it has since 
had very little effect. The eagerly expected spring revival in business has not 
come up to expectations. A late Easter may be partly responsible for this. 
But the April figures of retail sales available so far show none of the buoyancy 
which has marked the pre-Easter statistics in previous post-war years. Un- 
employment, after reaching a peak of 3,200,000 in mid-February, has fallen 
slightly. The chief feature of the American domestic scene is now the price- 
cutting which is gathering momentum and which, during the past month, has 
affected textiles, motor cars, radios and a wide range of consumer goods. One 
highly illustrative sign of the times is that in the new mid-season catalogue of 
Sears, Roebuck, the greatest of the mail stores organizations, the general list 
of prices is from 10 to 50 per cent. below those in the January catalogue. 


THE phase of heavy seasonal debt redemptions having largely exhausted itself 
by early March, the clearing banks’ figures at the make-up later in the month 
showed only a small further decline in deposits. The net 

Bank figure, as our usual table shows, dropped by only £5.4 millions, 
Deposits a somewhat smaller movement than had been expected. Even 
Stabilized <o as we foreshadowed in these notes last month, the effect 
was to bring the total, for the first time for a decade, very close 

to that for the similar date in the previous year. Compared with March, 1948, 
there was an increase of only {11.8 millions—a great contrast with the position 
shown only a few months ago, when the difference over the year amounted to 
some {230 millions. This enabled the Chancellor to claim that disinflation has 
succeeded in virtually stabilizing the level of deposits. Certainly it is true 
that without a disinflationary budget last year bank deposits would have 
tended to rise further. But, apart from this, the claim really rests upon an 
accident of the calendar—upon the fact that the credit creation involved in 
last year’s redemption of the 3 per cent. Conversion Loan and in the special 
advance payment to Argentina in connection with the financing of the rail 
operation occurred before and not after the banks’ make-up date in March, 
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1948. These operations must have caused an even larger creation of credit 
than the £150 millions increase in deposits actually disclosed in that month. 
This credit is still outstanding, whereas part of it at least would have been 
cancelled during the year had the authorities not pursued a relatively “‘ soft ’’ 
monetary policy during the summer. 


March, Change on 

1949 Month Year 

£m. £m. £m. 

Deposits a ns aa te 5814.9 — $.2 + 20.6 
“True ’’ Deposits* .. a 5621.4 —- 5-4 + 11.8 

%t 

Cash .. ii ie ar - 474-4 (8.16) = 2.0 + 1.9 
Money Market Assets wa a3 1352.0 (23.3) + 1.0 + 80.1 
Call Money be se va 482.4 (8.3) - 8.6 + 14.9 
Bills es i a és 869.5 (15.0) + 9.7 + 65.1 
Treasury deposit receipts .. and 955-5 (16.4) — 33-5 — 197.5 
Investments plus Advances .. ae 2915.6 (50.1) + 34.8 + 130.2 
Investments <0 es ota 1495-9 (25.7) + 9.4 L 9.8 
Advances a sie P 1419.6 (24.4) + 25.4 + 120.4 


*After deducting items in course of collection. t+ Ratios of assets to published deposits. 


In the circumstances, the decision not to risk a further creation of credit 
by redeeming or replacing the 1949-51 National War Bonds is wise. It is 
curious, however, that the banking system has been allowed sufficient latitude 
to enable it, in March, perceptibly to expand its investment portfolio at a 
time when advances were rising seasonally. Perhaps this slack arises from the 
technical difficulty of keeping a taut rein during a period of abnormally large 
repayments of floating debt. The banks’ holdings of Treasury deposit receipts 
dropped in March by a further £334 millions, making a decline of no less than 
£4414 millions since end-1948, and carrying the total to its lowest since 1943. 
Since the end of the war the ratio of T.D.R.s to deposits has dropped from a 
peak of 41 per cent. to 16 per cent.; as a corollary the combined ratio of 
advances and investments now fractionally exceeds 50 per cent., with advances 
promising at last to resume their traditional place as the biggest asset item. 


ADDITIONS to the ranks of British bank reviews are always welcome, but 
never more so than when the new-comer introduces not only itself but also 
a rare collector’s piece in economic literature. The quarterly 

Plea for _ review of the Three Banks Group—the Royal Bank of Scotland, 
Monetary Glyn Mills, and Williams Deacon’s—makes a felicitous début 
Policy with a contribution from Professor D. H. Robertson who, as 
always, leaves the reader torn between delight at his bubbling 

sense of fun and humility beside the depth of his thinking. His shafts have 
been directed this time (in a lecture given in Paris last December, and now 
teported for the first time in this country) at the views of the neo-Keynesians 
on the rate of interest, at the efforts ( ‘ silly and wrong ”’) of certain Chancellors 
to put them into practice, and at the ‘‘ conscientious Treasury officials, to 
whom, as faithful watchdogs for the tax-paying public and loyal servants of 
ambitious ministers, every pound scraped off the annual service of the public 
debt appears as an unequivocal victory over the powers of evil”. Professor 
Robertson ‘‘ has a hunch” that a rise in the rate of interest may be more 
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effective than it is nowadays fashionable to suppose, in checking capital 
outlay and in discriminating in favour of those outlays which promise a 
relatively early return—a point of particular relevance in a post-war phase, 
when ‘‘ make do and mend”’ might be wiser than “ grandiose schemes of re- 
equipment and development ’’. He is not prepared to advocate a rise 
to whatever level might be needed to permit the withdrawal of all physical 
controls over capital outlay ; but, in the reaction from the Daltonian fiasco, 
he would have liked to see a rise to 34 per cent. 

He has other reasons, too, for pleading for a return to monetary policy. 
The fiscal engine, as managed and put into reverse by the present Chancellor, 
is too heavy and clumsy a mechanism pe rmanently | to do duty as sole disci- 
plinarian in place of the rate of interest (in any case, “ Sir Stafford Crippses 
do not grow on gooseberry bushes ’’). Apart from this, taxation to pile up a 
budget surp lus in default of sufficient private savings is ‘‘ merely mopping up 
spilt milk ’’; it is no substitute for measures to prevent the spilling. Finally, 
in the “‘ bad old days” when monetary policy really used the rate of interest 
there was a well-recognized limit which prevented wage-demands from becoming 
exorbitant. Nowadays, if monetary authorities “create without question 
whatever flow of money is needed to discharge whatever wage-bill is needed 
to reconcile full employment with whatever wage-rate is demanded by the 
Trade Unions, they have . . . abdicated from that sovereignty over the 
standard of value which we thought we had committed to their charge” 
Formerly, a rise in wage-rates during a boom could be welcomed, because it 
would encroach on windfall profits and thus restrain the over-exuberance of 
entrepre neurs. Nowadays, such rises need to be viewed with apprehension 

‘not because they carry a threat of unemployment but precisely because they 
do not, or rather because the unemployment of which they carry the threat 
is not the relatively mild type usually associated with a trade recession, but 
the much more frightening type associated with a breakdown 


Tuts enlarged issue of THE BANKER presents an important new feature—the 
first of a series of special studies, which will be made from time to time, of the 
future of Britain’s major industries, with particular reference 


Future to export markets. Problems of man-power, export poten- 
of the tialities and capital development in the leading industries 
Cotton nowadays play so decisive a part in determining wider economic 


Industry policy and have so direct a bearing upon monetary and banking 

trends as to make such studies a necessary complement to 

broader forms of economic analysis. The first study, comprising four specially 
commissioned articles, is devoted to the Cotton industry. 

Two editorial articles this month analyse the budget, demonstrating afresh 
the imperative need to reduce expenditure, and discuss the difficulties of 
exporters in buyers’ markets. An important contributed article from Washing- 
ton surveys America’s attitude—official and unofficial—towards gold, con- 
cluding that there is no prospect of an increase in the U.S. price ; this contri- 
bution. should be read in conjunction with last month’s article “‘ Is Gold Too 
Cheap?” In other articles, Mr. Harold Wincott examines realistically the 
problems created for the building societies by the preponderance of state- 
financed housing, and Mr. T. J. Sophian advises property owners how to 
proceed when confronted with a Town Planning scheme embracing their land. 
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High Taxation for Ever ? 


IR STAFFORD CRIPPS’S second budget has demonstrated anew both 
Gite high calibre of his economic statesmanship and his capacity for un- 

swerving objectivity of purpose. His first budget, as Professor Dennis 
Robertson has remarked,* showed him to be “ capable, almost single-handed, 
of putting heavy engines into reverse’. This year’s budget has kept them so ; 
and the task has evidently required an almost equal effort, if one tg s the 
resistance by the extravagant hopes widely entertained before and the chorus 
of popular complaints since. The sympathisers with this policy have called it 
courageous and sound : but even they have added stern, unimaginative and 
perhaps politically rash—especially in its exposition. It is certainly most of 
these things, and it may be rash, too, if that is what is meant by ‘doing the 
right thing without counting the cost in terms of personal popularity and short- 
run political advantage. Yet even that criticism, upon which the party 
politicians quickly seized, may be narrowly short-sighted. The British people, 
whether supporters of the Government or not, hi id eventually to learn the 
truth about the cost of egalitarian socialism. It may best serve the long run 
interests even of the Socialist Party that people should learn the facts soon 
rather than late —— learn them, moreover, from a Socialist Chancellor. The 
gibe about ‘‘ Tory finance ’’ may yet prove to be a boomerang. 

But the fact oe such taunts were made, and made from both sides, is 
sufficient proof that the Chancellor in his pursuit of sound budgeting went re 
the limits of what could reasonably be expected of him, and probably a 
least as far as was politically possible. This should be kept firmly in mind lacs n 
appraising this budget by purely economic precepts ; for by these tests alone 
it does not command so high a rating. It is necessary, however, that such 
tests should be applied. Even though the full rigour of economic principle 
may seem in present conditions too bleak to be politically or psychologically 
feasible, and to need therefore some dilution in practice, it remains the 
theoretical ideal towards which policy should strive. The duty of economic 
statesmanship is so to adapt the political conditions as to require the minimum 
compromise with principle, and then to admit frankly what degree of com- 
promise has been needed. 

Judged by these purist standards, this budget is open to criticism on three 
principal grounds. Although its disinflationary prescription is not quite so 
lukewarm as we feared last month after dissecting the “‘ Economic Survey ”’, it 
is a somewhat weaker mixture than was administered last year, when dis- 
inflation was patently insufficient to exert any strongly positive effects. 
Secondly and more seriously, the Chancellor has failed to make any major 
assault upon the vast corpus of Government expenditure. Economy measures, 
such as they were, had been exercised by the usual routine at the internal 
estimates stage, and presumably they prevented an even larger rise in ex- 
penditure than that actually disclosed. But the situation called for extra- 
ordinary measures to achieve a large reduction; and no such action will 
flow from this budget. The third major weakness is really inseparable from the 
frst. Though the budget imposes no new “ disincentive” taxes—and does, 














* In a lecture reported last month in the first quarterly review issued by the ‘‘ Three Banks 
Group; see also page 81. 
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indeed, show more real understanding of the needs of industry and enterprise the 
than any of its post-war predecessors—it does virtually nothing to ease the (ar 
crushing burdens which already exist. } for 

The first of these criticisms involves scrutiny of the budget arithmetic, | wh 
happily presented more lucidly than in the past. As will be seen from the WI 
tables reproduced below, the Chancellor followed last year’s precedent of Ex 


1948-49 OUTTURN AND 1949-50 BUDGET ESTIMATE 
CONVENTIONAL FORM OF ACCOUNTS £ millions 


Aeon THE LINE 





Revenue 1948-49 1949-50 Expenditure 1948-49 l 1949-50 
Inland Revenue 2,086 Interest on Debt ae 477 | 466 Tax 
Customs and Excise | 1,493 Sinking Fund oe 23 | 19 Broa 
Motor Duties | | 54 Northern Ireland 32 | 30 Crow 
-— - | -——- Miscellaneous : i os 10 | 12 Sund 
Total Tax Revenue . | 3,668 | 3,633 — . pane 2 Mise 
| fotal Consolidated Fund | Inter 
Surplus Stores 99 44 Services .. 542 527 Hous 
Trading Services Oe 18 Gift | 
Broad - Licences i. 12 Supply : Deten 753 7H0 
Crown Lands 4 Civil os 1,84) 1,983 To 
Sundry pe ans 20 Tax Colle ction oF 36 | 38 
Miscellaneous : 50 ——— D sasecianiegeiions 
} lotal Supply ry 2,634 | 2,781 
Total Revenue 4,007 3,778 - , 
Total Expenditure ce 3,176 3,308 
Surplus j os 831 | 470 
4,007 3,778 | 4,007 | 3,778 
= ae ee. es Surph 
BELOW THE LINE* Tradi 
Receipts Payments | } Sund 
Interest outside Budget 20 29 Interest outside Budget a é* 20 29 
| | Post-war credits ‘ — 19 | 18 Mined 
Overseas Trade and Export | | Excess Profits Tax Refunds es ll | 7 Overs 
Guarantees--Repay ments | | | War Damage si 130 102 Guz 
Do. Public Utility Under- 
Housing receipts from Votes 19 20 takings - ny -- | 62 Local 
| | Advances for Te mporary aeons Re] 
Local Authorities | | | _ &e. Bs 14 s 
Repayments a S.% 7 | Loans to Loc al Authorities 234 | 220 Coal ] 
| Leans for New Towns De velopment 1 6 ' Rey 
Coal Nationalisation | Loans to Film Corporation. 5 
Repayments . = i6 | 5 | Town and Country Planning: Issues 
| | to Central Land Board on - 5 
Cift from Anstralia § Coal Nationalisation 
Working Capital, & ; ‘4 
Raw Cotton Commission 
Working Capital, &c. (net) : 41 
| Overseas Resources Development .. 15 | 22 
Civil Contingencies Fund (net) a 27 | - 
Total Receipts i 66 | 62 Total Payments : re 545 | 518 
Net Sum borrowed or met E 
from Surplus of 479 456 1 
545 518 545 518 
Total Receipts 4,073 | 3,840 | Tota! Payments _ 3,721 | 3,826 —~F 
Overall Surplus 1948-49 352 
1949-50 i4 
* Items below the line are : 

1. Receipts applicable by statute to debt interest which would otherwise be paid out of revenue. 

2. Receipts applicable to debt redemption. 

3. Payments for which the Treasury has power to borrow. (as f 
presenting an “alternative classification’ of the customary Exchequer re- after 
turn, but also made two welcome improvements. The new form is this time year 
given for the estimates for the new year as well as for the out-turn of the old ; poin 
and both forms present, for the first time, formal estimates for all ‘‘ below-line’ impc 


items. The only important data which are still missing from the forecast are, T 
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therefore, those relating to the extra-budgetary funds. The omission of these 
(and of similar data for local authorities, which also figure in the public sector 
for all national income calculations) is principally noteworthy because it some- 
what impairs the value of an enterprising new table in the National Income 
White Paper (Cmd. 7649), giving a reconciliation, for past calendar years, of the 
Exchequer Return with the Revenue Account of the Central Government 
1948-49 OUTTURN AND 1949-50 BUDGET ESTIMATE 
ALTERNATIVE CLASSIFIC ATION f£ millions 


REVENUE ITEMS 





Receipts | 1948-49 1949-50 | Payments 1948-49 ; 1949-50 
fax Revenue... , + | 3,668 3,633 } Interest on Debt es = ; 477 466 
Broadcast Licences é — 12 | 12 | 

Crown Lands , at a » 4 1 | Interest outside Budget a 5 20 | 29 
Sundry Loans (Intere at) a Se | 9 | | 

Miscellaneous .. ioe 61 | 40 | Post-war credits aa de oi i9 | 18 
Interest outside Buds get 20 | 29 } 

Housing receipts from Votes | 19 | 20 Other Expenditure . iA ss 2,597 2,739 
Gift from Australia : -- | 8 - | 

|—_____ ae Asia — 

Total Revenue Receipts .. 3,797 3,744 Total Revenue Payments .. 3, 113 3,252 

Surplus ; 684 492 

3,797 | 3,744 | 3,797 3,744 





} 
| 
LOANS AND OTHER NON-REVENUE ITEMS 














Receipts | | | Payments 
Surplus Stores oun 99 44 | Sinking Funds a4 23 19 
} | Excess Profits Tax Refunds — ; 11 7 
Trading Services : 28 | 18 | War Damage be. 130 102 
| Do. Public Utility Under- 
Sundry Loans (Principal) | 10 | ll takings . | - 62 
| Capital Items in Civil Supply ‘Expen- | | 
Miscellaneous a 120° | 10 diture P | 80 | 77 
| Loans to Allies, &e., in Civil i Supply | 
Overseas Trade and Export | Expenditure : 9 | 14 
Guarantees—-Repayments .. - l Rise in stocks of food, “&e. . ae Mm i -3 
| Argentine Agreement adjustment .. - 82 | - 4 
Local Authorities | | Indian Defence Expenditure 7 55 
Repayments .. oo oe 3 7 Advances for Temporary Housing, | 
| &e. i 14 8 
Coal Nationalisation Loans to Local Authorities 234 220 
Repay menta 5 = 16 | 5 | Loans for New Towns De :velopment | 1 6 
| ; Loans to Film Corporation .. } | 5 
Town and Country Planning : Issues 
to Central Land Board . 7 5 
Coal Nationalisation— | 
| | Working Capital, &c. j a 33 | 34 
} | Raw Cotton Commission | 
} Working Capital, &c. (net) 5a 41 
| | Overseas Resources Development .. 15 22 
| | | Civil Contingencies Fund (net) 27 — 
Total Non- Revenue | 
Receipts | 276 | 96 | Total Non-Revenue Payments 608 574 
Excess of Non-Revenue | | 
Payments over Receipts | 332 478 | 
| 608 | 574 | |; 608 | 574 
— i — = | P h Mme ns ‘npemmaatind 
Total Receipts .. > 4,073, | 3,840 | Total Payments re 3,721 3,826 
Overall Surplus 1948-49 _ 352 


1949-50... 14 
* Including 100 from India for war stores. 


(as given in that Paper). As last year, figures were also presented a few days 
after the budget showing its effects upon the estimates for the current calendar 
year in terms of national-i -income accounting. These tables, which from the 
point of view of judging the disinflationary force of the budget are the most 
important of all, are reproduced on pages 88-89. 

The Economic Survey, it will be recalled, had demonstrated the need for as 
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large a disinflationary surplus this year as last, a conclusion which the 
Chancellor seemed to be endorsing by denying that disinflation had gone too 
far and by reiterating the need for maintaining the pressure. At 1948-49 
rates of taxation (but after taking credit for a limitation of the cost of 
subsidies through the price-increases, estimated to save £70 millions, on meat, 
butter, cheese and margarine), he was confronted, however, with an apparently 
steep decline in the surplus. The prospective surplus amounted to £489 
millions on the conventional ‘“‘ above-line ”’ basis, to £511 millions on the so- 
called “ true revenue ”’ basis, and to only £33 millions “ overall”’ (i.e. after 
including all below-line items). As will be seen from the tables on pages 84- 85, 


the smallest indicated reduction amounted to £173 millions (in the “ true 
revenue urplus) while the largest was no less than £342 millions (in the 
convention: al ‘“ above-line ” surplus). In the circumstances, the tax changes 


a 


proposed seemed scarcely consistent, small though they were, with the under- 
lying contention. Their effect, in the current fiscal year, will be to reduce the 
yield of revenue (after crediting the extra receipts of the Post Office from the 
revised telephone and postal charges) by £19 millions and correspondingly to 
whittle down the prospective surplus. It should be noted, however, that the 
proposals were more conservative than appeared. Of the total of some £53 
millions of tax remissions, nearly £33 millions, comprising the reduction in tea 
and sugar duties, will give no relief, since the relevant subsidies will be corres- 
pondingly re duced. On the other hz ind, the apparent total of £34 millions of 
additional imposts excluded the additional £70 millions to be extracted from 
the public in increased prices for essential foods. 

These price increases will cause a rise of nearly two points in the cost-of- 
living index, but will not perceptibly reduce the cost of the subsidies ; they 
will merely prevent it from rising, as it otherwise would have done, from the 
pre-budget annual rate of £485 millions to £568 millions. After allowing for 
the £33 millions “‘ saved’’ by the purely technical adjustment in sugar and 
tea, the cost should be £465 millions. Sir Stafford declared this to be a “ firm 
limit ’’ which must not be exceeded “‘ whatever happens ”’ ; if costs rise further, 
the increase will be passed on to consumers. It is greatly to be hoped that the 
Chancellor will be adamant in this when the time comes. 

Though technically excluded from the budget accounting, the price increases 
in fact comprised its most immediately effective decision. On a true reckoning, 
the prospective surplus on the pre-budget basis was really £70 millions smaller 
than Sir Stafford announced (on any of his alternative definitions) ; and the 
true effect of his decisions was to raise it by £84 millions. Of this additional 
burden, however, {11 millions will exert no disinflationary effect ; this is the 
sum provided by the increase in death duties, the payment of which will 
absorb a corresponding amount of the sadly inadequate flow of private savings. 

Although, with this exception, the budget was more orthodox than the 
Chancellor’s figuring implied, it still left him with a much smaller surplus than 
was achieved in 1948-49. As the tables show, the conventional “ above- 
line’ surplus is reduced by no less than £361 millions, to just under £470 
millions ; the “ overall” surplus by £338 millions, to only £14 millions ; and 
the “ true revenue ”’ surplus by {192 millions, to £492 millions. Fortunately, 
the loss of disinflationary effect is less severe than even the smallest of these 
reductions implies. The surplus which measures the central Government's 
contribution to the pool of savings available to finance the nation’s capital 


ley 
the 
for 
ind 


er, 
the 


Ses 
ng, 
ller 
the 
nal 
the 


os 

gs. 
the 
lan 
Ve- 
+70 


ly, 
ese 


it's 


tal 








- HIGH TAXATION FOR EVER ? 87 








outlay (including both Governmental and private) conforms with none of these 
three definitions, though it probably aligns fairly closely with the so-called 
“true revenue’ surplus. Contrary to a widespread belief, it does not need to 
take account of any capital items (and should exclude, therefore, most of the 
“below-line ” entries in the conventional account). The reason for this is that 
genuine capital expenditure by or through the central Government (e.g. loans 
to local authorities, advances to the Coal Board) is already included in the 
investment shown in the nation’s capital account as the sum requiring finance ; 
while Government payments for purposes such as War Damage, E.P.T. re- 
funds and doctors’ compensation, which are treated as capital by the recipients, 
can also be ignored because they are credited as receipts in the main capital 
account. Correspondingly, the prospective fall in receipts from such items as 
surplus stores and the cost, which will not be felt until next year, of the doubling 
of the “‘ initial allowance ”’ on new plant and machinery (and even the fall in 
yield from Special! Contribution, despite its dubious inclusion in the “ true 
revenue’ surplus) will not deplete the true surplus as computed for the 
national-income accounting. 

But, even after allowing for all such proper exclusions as these, few private 
investigators were prepared to find the true surplus so little reduced as the 
oficial figures implied. Unfortunately, there is no means of ascertaining 
precisely how the discrepancy arises, since the relevant figures, disclosed in the 
revised Revenue Account of Public Authorities and the revised Combined 
Capital Account reproduced on pages 88-89, are computed for calendar years 
(without any reconciliation with fiscal years) and also show a single surplus for 
Central Government, Social Insurance Funds and Local Authorities (without 
providing any means, except for the past years analysed in the National 
Income White Paper, of disentangling the three streams). From these tables 
it will be seen that, for the calendar year 1949, the combined surplus is estimated 
at {400 millions, representing a loss of £15 millions in consequence of the budget 
(excluding the sum to be “‘saved”’ on subsidies) and a reduction of merely £27 
millions on the surplus actually realized in 1948. Part of the wide difference 
between this modest reduction and the {192 millions reduction expected in 
the “ true revenue ”’ surplus may reflect the expectation of a bigger surplus from 
the Sociai Insurance accounts (this rose by {£25 millions in 1948, to {105 
millions); but the main explanation probably arises from the difference 
between the calendar and the fiscal year. In other words, if the figures, 
similarly defined, had been abstracted for fiscal years, the decline in the true 
surplus would have been much larger than this {27 millions. The effect is 
therefore to overstate the disinflationary weight of the budget ; but it is fair to 
add that this effect apparently arises purely from statistical difficulties ; there 
is no evidence of any intention to dress the window for political display. 

The result of this depletion of the surplus, as the Combined Capital Account 
shows, is to require a corresponding increase in personal savings, if the nation’s 
investment programme is to be financed without further inflation. This 
assumes, of course, that all the other elements in the account conform to the 
forecasts, which is a very large assumption indeed. Even on this assump- 
tion, it is hard to measure the chances of a disinflationary balance—principally 
because the past estimates of personal saving are so unreliable. In the few 
weeks since the issue of the Economic Survey, an adjustment in the 1948 pro- 
visions by companies for tax reserves has involved a revision of the estimate for 
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personal savings (which is a mere residual, and therefore reflects any errors in 
the other items) from £211 millions to only £96 millions, and of this no less than 
£90 millions is now shown (in the National Income White Paper) to comprise 
sums required for accruing tax liabilities. On this basis, the true net saving by 
individuals (after making good the inroad of £214 millions caused by taxes on 
capital) is put at a mere {6 millions. By comparison with this puny figure, the 
required increase of £34 millions (to £130 millions including tax reserves) looks 
large. But it is small beside the other figures in the account, and it is upon the 
accuracy of the forecast of those other items that its own size depends. In the 
circumstances, the Chancellor cannot on this figuring be accused of having 
preached but not practised disinflation. It is true that an even larger con- 
REVENUE ACCOUNT OF PUBLIC AUTHORITIES, 1948 AND 1949 
(£ millions) 





T ] j T 
| | 


| Forecast for | | | 

















1949 
| at 1 at Forecast for 
Revenue 1948 | 1948 1949- Expenditure | 1948 | 1949 at end- 
| 1949 | 1950 j | 1948 prices 
| tax | tax 
| rates | rates | | 
} ! | | | 
Direct taxes .. Ka | 1,997 | 2,160 | 2,175 Current expenditure on | 
Indirect taxes . | 2,165 | 2,185 | 2,155 | goods and services .. | 1,914 | 2,040 
|____ | ______ |__| Subsidies i 515 | 515 
| 4,162 | 4,345 4,330 Transfer pay ments— 
Income from | } | Social security payments 506 | 585 
property— | War pensions, etc. os 157 150 
Income from property | 
and trading, etc. |} 136 | 130 3 Total .. .. 13,092 3,290 
Less—Debt interest .. | —600 | 585 |- 585 | Transfers to private | 
| } capital account— | 
War damage payments, | 
| E.P.T., refunds and | 
| doctors’ compensation | 179 | 185 
} a+. ° 
| otal current expenditure} 3,271 3,475 
| 1948- 1949- 
| | 1949 1950 
j tax tax 
rates rates 
| Surplus on current acct. | 427 | 415 400 
‘Pica Tee erry Current expenditure plus | 
Current revenue -+ | 3,698 3,890 | 3,875 surplus am mh | 3» 698 | | 3,890 3,875 


| | 





tribution would be needed from personal savings on any projection of these 
figures from the calendar to the fiscal year; but none of the estimates seems to 
take account of the possible effects of the general recession of demand which 
many people expect. The argument that such a recession would quickly re- 
duce the volume of domestic investment is perhaps apt to be exaggerated (for 
it needs to be remembered that an accumulation of unsaleable s tocks and even 
actual business losses are, in this context, ‘‘ investment’ which requires 
finance) ; but it is clear that if hesitancy among buyers abroad turns Britain's 
external account again into deficit, there will be some consequential relief from 
inflationary pressure at home—provided that the frustrated exports comprise 
goods of the kind the domestic public will buy. 
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Unless any large weight is given to possibilities such as these, the con- 
clusion must be that, on the Government’s own figuring, the disinflationary 
force of this budget falls somewhat short of the theoretical target, and is 
certainly rather less adequate than last year’s at first seemed likely to be. The 
1948 formula, according to the Chancellor, achieved a ‘“‘ comfortable ” degree 
of disinflation—or, as we put it last month, a disinflation whichestopped short 
of the point at which it might hurt and might be really effective as a positive 
force. This budget, for all its apparent austerity, confirms our diagnosis of 
the Government’s intentions ; it fits neatly into the pattern set by the ‘“‘ rubber- 
stamping ’’ of the existing distribution of labour and by the abandonment of 
man-power targets. 

This, indeed, is the crux of the Government’s whole economic problem. 
Without a larger pressure of disinflation, there is no means of compelling any 


COMBINED CAPITAL ACCOUNT, 1948 AND 1949 


(£ millions) 





Forecast for 


1949 | 
at | at | | Forecast for 
1948 | 1948- | 1949- 1945 | 1949 at 
1949 | 1950 | end-1948 
tax | tax prices 


rates rates 


Current surplus of public | | | Gross c capital formation | 





authorities .. | 427 | 415 | 400 at home wie 2,352 | 2,330 
Transfers to private | Plus external invest- 
capital account sie 179 | 185 185 | ment (foreign balance) | 120 
6 
a Additions to anes | | 
tax reserves .. 165 | 140 | 90 
Depreciation allowances | 825 g00 | 950 | 
Undistributed profits... | 540 | 575 575 
b Personal savings a 96 115 130 
2,232 330 | 2,330 2,232 | 2,330 
| | 
a Revised as explained in Note 26 on Page he of Cmd. 7649, National Income and Expen- 
diture of the United Kingdom 1946 to 1948. The figures of personal savings are balancing 


items: that shown for 1949 is not a forecast, a depends upon the assumptions made about 
the other items. 


significant further redistribution of man-power. But, equally, there is no 
means of increasing the disinflation unless the Government is prepared to cut 
expenditure. If this stern budget is insufficiently disinflationary, then it 
demonstrates conclusively that in present conditions the disinflation policy 
has nothing more to offer. Plainly, the surplus can no longer be effectively 
reinforced by additional taxation. The Chancellor himself admits that there is 
no further scope for re-distributive taxation—i.e. for ‘‘ soaking the rich ”’ 

Rather inconsistently, he thereupon raised the death duties on larger estates ; 
but he must be well aware that these, being paid out of capital, have no dis- 
inflationary value. The same would be true of any additional taxation of the 
moneyed classes. It might not be true, or at least would be less true, of further 
taxation of mass spending. But if it were politically possible to impose.such 
burdens, then it surely would be equally possible to achieve the same end 
by the much more effective process of reducing expenditure. The really weighty 
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criticism of this budget is, in fact, that it wholly ignored this fundamental need, 
Admittedly, the Chancellor rubbed in, most courageously, many unpalatable 
home-truths. Social services, he emphasized, not only must be paid for, but 
the cost is already falling very largely upon those who benefit from them. 
Therefore, we must “ moderate the speed of our advance” in applying the 
existing Se rvices, must use them with moderation, and may even have to be 
saddled with a specific tax or charge to bring home the fact that the Health 
Service really is a charge on the ordinary taxpayer, who “ cannot both have 
his cake and eat it”. Moreover, the Chancellor has warned departments that 
Supplementary Estimates will not be permitted this year unless they are 
required to meet major changes in policy. All this is most welcome and salutary, 
But it does not appear to be intended as a prelude to any real drive for retrench- 
ment. Sir Stafford perceives that taxation has reached its limits, pointing out 
that it already absorbs, with local taxation, over 40 per cent. of the national 
income, and that any further increase would “entrench, to an intolerable 
extent, upon the liberty of spending by the private individual for his own 
purposes’. But this crushing burden is to continue: “ as long as the Defence 
Forces and the Social Services are maintained [and the cost of the former, at 
least, may rise further], a very high rate of taxation will be necessary ”’. This 
sequence of arguments, it might be thought, could produce only one con- 
clusion—that, by hook or by crook, expenditure must be curtailed. But Sir 
Stafford concluded merely that, for the time being, it must not be allowed to 
rise further : the Government is “ fully pledged ”’ to the new social obligations 
and the community has “ willingly assumed them, not temporarily, but for 
all time’. They will rise further, he implied, when the national income rises. 
But can it rise, or rise sufficiently, while the burdens upon enterprise and 
upon industry are so great ? As Britain enters the buyers’ markets of the 
world, the need for flexibility, efficiency and a willingness to take the risks of 
trying new methods and new appliances, of seeking new customers and 
supplying new products, will be greater than it has been for many years. Yet 
the flow of personal savings has virtually ceased, and both the supply of risk 
capital and the readiness to launch it when obtainable have probably never 
been less. It is true that Sir Stafford is not blind to these problems. The 
budget speech indicated a greater awareness of them than any spokesman for 
this Government has ever “shown previously. The dropping of Dr. Dalton’s 
foolish bonus issues tax, the concession to Lloyd's underwriters, the new 
depletion allowances for mines, the promised enquiry into industrial taxation, 
and, above all, the doubling of the Initial Allowance, are all helpful changes. 
But they are really no more than devices for making the burden slightly less 
intolerable at some of the points where it presses most crushingly ; the whole 
weight is shifted fractionally by such means, but is not thereby diminished. 
For the time being, the industrial and financial community must, it seems, be 
thankful for such small mercies. At this juncture, perhaps, only a Stafford 
Cripps could or would have done as much. But it is woefully inadequate 
Sooner or later the critical and arduous task of retrenchment will have to be 
tackled. Is British statesmanship so bankrupt that it must leave it to nature's 
remedy to effect the cure, at some date after 1952 ? The medicine then will be 
unemployment or inflation, or both ; but the British people will have lost the 
chance to control either the nature or the strength of the mixture they must 


swallow. 
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The Struggle for Exports 


entering South Africa, Argentina and Portugal to remind Britain’s export 

industries that the struggle for exports has begun in earnest. Evidence of 
the tough problems which must now be faced is also apparent in the hard 
currency countries, where British goods are free to enter but are meeting an 
increasing volume of sales resistance at their current prices. At no point does 
the Economic Survey for 1949 appear more unrealistic than in its setting of 
export targets for the end of this year. It must be admitted that any scepticism 
on this score tends to be discouraged by the unexpectedly good achievements of 
1948 ; the targets for that year, which also looked unvesiiatic twelve months 
ago, were duly reached in most categories and well surpassed in some ; while 
total exports beat the forecast for both halves of the year. An economic 
watershed, however, divides 1948 from 1949. The sellers’ markets have gone 
—except where the exports are “ financed ”’ by gifts or are otherwise unre- 
quited. 

The Economic Survey, to do it justice, showed some awareness of this 
change in the trading atmosphere. After pointing out that in 1948 the volume 
of exports had increased in the aggregate by 25 per cent. and that a more 
modest rise was expected in 1949, it enumerated the limitations on exports 
which are now being experienced. They fall into three categories. First there 
are difficulties of physical supply by British industry itself—difficulties which 
are diminishing, but which still prevent any great expansion in the export, in 
particular, of cotton goods, pottery, coal and metal products. In general these 
difficulties derive either from man-power scarcity, as in cotton and potteries, or 
from the rival claims of the home market. Secondly, there are the restrictions 
which other countries, whose external accounts are severely out of balance, 
continue to place on the entry of a wide range of the consumer goods which 
form an important element in Britain’s exports. Thirdly, the Survey points to 
“the difficulties of finding buyers at our present selling prices’’. It adds that 
demand is falling off in some markets and for some classes of goods where re- 
stocking is now completed, and that increasing competition from other ex- 
porters has to be faced in the principal hard currency markets. 

In general, the difficulties of the first kind—the difficulties of finding supplies 
—give least ground for concern. There is far greater danger this year that the 
domestic market may be flooded with frustrated exports than that possible 
exports will be frustrated by inadequate man-power, shortage of materials and 
consequent lack of exportable supplies. As for the competition of the home 
market for goods which should be diverted to exports, it must be said that the 
latest budget provides some assurance of reasonable, continuing restraints on 
domestic consumption. 

The difficulties in the second group are much more varied. Balance of 
payments difficulties vis-d-vis sterling are serious only in a very few countries. 
In the violent debate which dev eloped within O.E.E.C. last year about the 
risk that sterling would become a hard currency, this danger was exaggerated 
out of all proportion to its reality. When the factual evidence on which the 
debate was waged was carefully sifted, it was found to derive solely from 


[°: scarcely needed the recent guillotine which fell on imports of British goods 
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France, Turkey and Greece. In France the shortage of sterling is being eased 
by U.K. contributions given through the intra-European Payments Scheme. 
In addition, a considerable volume of short-term commercial credit is being 
extended by London to French importing interests. 


The fact that sterling is scarce only in this comparatively narrow sphere has | 


not, unfortunately, prevented a considerable extension recently of restrictions 
upon imports of British goods into other countries. Restrictions such as these 
can arise from false conceptions of austerity. This is best illustrated by the 
severe and wholesale restrictions on imports of all but absolutely essential 
British goods into Portugal, despite the fact that Portugal has adequate sterling 
resources with which to finance a normal import programme. The British 
authorities have preached the doctrine of trade in essentials so fervently that 
they are beginning to convert others for whom the sermons were not intended, 
In Britain we usually know when to depart from our precepts, as witness both 
the recent reduction in the wine duties—intended to encourage our trade with 
France, as well as to relieve Mr. Strachey of his surplus stocks of Algerian wine 
—and the cluttering up of British grocery stores with succulent French cheeses 
of odorous but highly selective appeal. We must now teach others, such as 
Portugal, to depart as quickly as we have from the stern line of their principles. 
But it is a peculiarly British trait to be pragmatic and illogical and to let 
expediency overcome doctrine. We may find the Latins somewhat less ready 
to be illogical. 

There are other cases in which the curtailment of British imports may be 
part of the technique of commercial diplomacy. That was undoubtedly the 
explanation of the sudden Argentine prohibition of imports from the sterling 
area. The suspension may have been required to allow time for the clearing 
up of the chaos in which Mr. Miranda had left the economic administrative 

machine. But it was also conveniently timed as an opening move in the com- 
mercial and financial negotiations with Britain. There is certainly no likelihood 
of a shortage of sterling in Argentine hands, and as soon as that country comes 
to understand that Britain cannot afford to pay in dollars for her Argentine 
imports, the wheels of two-way trade will start to revolve once more. But in 
this matter, as in all the bilateral deals Britain has negotiated, an adequacy of 
sterling resources available to the other party is not enough to ensure a mutually 
satisfactory agreement. If we compel our partners in bilateral commercial 
agreements to spend their sterling in the sterling area, we must, for our part, 
ensure that they can obtain the goods they need—in the right qualities and at 
reasonably competitive prices. 

That last point takes us to the third group of difficulties mentioned in the 
Survey, the difficulty of finding buyers “‘ at our present selling prices”. This 
issue has acquired added substance since it was discussed in THE BANKER two 
months ago in the article dealing with the artificial structure of exchange rates. 
In the interval dollar prices have declined sharply, whereas in Britain and soft 
currency Europe the trend of prices has, if anything, been slightly upward. 
Nothing has happened, therefore, to weaken the strength of the plea for re- 
establishing a realistic pattern of exchange relationships. 

It is, however, becoming a little too fashionable to assume that international 
equilibrium in prices and cost structures can be secured in due time merely by 
the higgling and variation of exchange parities, without any parallel measures 
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of internal adjustment. The Bretton Woods philosophy, to the extent that it 
envisages exchange adjustments to correct fundamental disequilibria, may have 
represented a revolt against the excessive rigidities of the gold standard and 
against the subjection of domestic policy to the aim of exchange stability. 
But it was certainly not in the minds of those mainly responsible for the 
creation of the new international institutions that henceforth domestic credit 
policies should be insulated islands of complete independence in each country 
and that the whole burden of keeping them in due rel: itionship should be plac ed 
on variations of the exchange values of their currencies. There are immense 
advantages in exchange stability which should not be lightly thrown away. 
And, provided the argument is not pushed to extremes—as it was, in effect, 
under the gold standard regime—there are advantages also in the maintenance 
of some form of external discipline to which all countries will pay respect in 
moulding their own economic policy. A certain salutary influence of this kind 
seems necessary for the health and efficiency of the body economic, especially 
in its present enervated state in many countries. In other words, currenc Vy 
adjustment should not be an excuse for failing to exercise the stric us restraint 
on inefficiency. When faced with uneconomic costs and therefore placed at a 
disadvantage in competition for external markets, an industry’s and a country’s 
first concern should be to see what can be done by greater efficiency and higher 
productivity to bring costs down. It is only w hen all that can reasonably be 
done in this direction has been accomplished, and yet fundamental dis- 
equilibrium still persists, that recourse to exchange adjustme nt is justified. 

These are the principal problems which, in various guises, will confront the 
new all-out drive for British exports to North America announced by the 
President of the Board of Trade in the course of the budget debate. A target 
of {180 millions has been set for British exports to Canada and the United 
States in 1950. This compares with the 1948 rate of exports of £136 millions, 
so that the prospective increase is of the order of 30 per cent. Most of the devices 
by which it is proposed to attain this ambitious target belong to the realm of 
psychological warfare. Industry is to be made aware of the permanent im- 
portance of these markets. The Government is to provide the best possible 
service and advice to exporters. Four new trade Consuls are to be appointed in 
the United States. More dollars will be allocated for advertising and other 
means of sales promotion in the United States. There is to be Government 
assistance for market research. Of barely more tangible character is the promise 
that the Government will show “open favouritism” to exporters to North 
America. This is apparently to be done through the allocation of scarce raw 
materials and other production facilities—although only a limited range of 
materials and facilities are still under detailed official control. 

When all this is added up it does not altogether justify the flourish with 
which the new drive was heralded. If, as is likely to be increasingly true, 
British goods are too dear for the American public, our merchant adventurers 
whose enterprise has just been invoked by the President of the Board of Trade 
will merely be spitting against the gale. The fact that British prices are some- 
what out of step with comps rable quotations in North America may not 
sriously injure our exports of high quality goods in those cases in which the 
ptice differential is in effect part of the ‘“‘ snob appeal ’”’ on which they sell. 
But in the present economic climate of the United States that differential must 
be kept, even in these cases, within reasonably bounds. That is certainly more 
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than can be said for the margin which now separates the dollar prices for British 
and American-made shirts, boots and shoes, and cloth. Moreover, this new 
target of exports to North America will never be a approached if the emphasis in 
British exports is on luxury goods intended for a highly selective and wealthy 
clientéle. It is only by tapping the broad masses of the American buying public 
that a sufficient and adequate flow of British goods to the North American 
market can be ensured. That public is not prone to the snob appeal. In 
competing for its custom British exporters will be competing in the toughest 
and most competitive market in the world. No amount of exhortation, not 
ven four trade Consuls, will enable British trade to get a real footing into that 
mass market if British prices are wrong. 


EXPORT TARGETS, 1948 AND 1949 
MONTHLY RATES 








Exports, Target, ees 
4th oetae, end-1948 | Target, end-1999 
se | | 
£ millions 
Per cent. of 1938 at end-1948 
volume prices 
Machinery kia Se 204 206 225 25 
Vehicles ‘ dice 4 282 255 2385 23 
Electrical goods and appar. atus oo 0 231 252 265 7 
Iron and Steel .. a as sae t 134 111 } 138 10 
Other Metal Goods : ‘ arn 259 210 | 226 8 
Textiles and Clothing ; } 100 134 125 36 
Chemicals od ‘ : st 157 184 } 198 9 
Pottery, Gass, Abrasives, etc. ean 210 22: 254 5 
Coal ie , baal 36 39 57 6 
All other Exports i , ; 4 112 123 j 122 31 
| 
Vorat eel 147 154 | 162 160 
(150) (155) 


Nor can the attack on these hard currency markets develop the momentum 
and vigour which are required of it if price competition from soft currency 
markets is constantly pulling British exports away from the direction they 
should be taking. If this dis isparity in prices continues, the Board of Trade will 
have to go well a ng the eight points enumerated by Mr. Harold Wilson as 
2 means for reaching the North American e xport target. If these efforts fail, 
virtually the only course open to the Government might seem to be to tackle the 
task of complete regimentation of British exports, which would involve a degree 
of conscious direction never yet attempted in this country. No business man, 
and perhaps not even the Government itself could seriously believe that the 
solution could really be found along that road. Therefore it behoves British 
industry to trim its costs, to increase productivity and bring its prices down to 
really competitive levels. Unless success crowns these efforts, neither the ex- 
port targets for 1949—detailed in the accompanying table—nor the North 
American export target for 1950 can be reached. And unless they ave reached, 
the prospects for Britain’s standard of living when Marshall Aid ends will be 
bleak. 
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Will America Change the Gold Price ? 


A Survey of United States Opinion 
By Herbert Bratter 


WASHINGTON, April 2 


OR the International Monetary Fund, seated in Washington, control of 
Fie price of gold and international traffic in the metal has been an in- 

creasingly difficult problem, most acutely and dramatically formulated in 
South Africa’s challenge. Since currency par values are, under the Fund 
agreement, but an expression of the price of gold, the free markets in which gold 
is traded at premium prices, and currencies are correspondingly offered below 
parity, have been a source of constant irritation at Fund headquarters. In- 
evitably, such markets have increased the restiveness of gold producers, 
squeezed as they have been between rising costs and the official ceiling on the 
price of gold. 

Since the United States Government has the biggest stake in the Fund, it 
is naturally concerned about any threat to that institution’s effectiveness in 
the international monetary sphere. Indications that American gold-mining 
interests may air their grievances on Capitol Hill can only add to the Treasury’s 
uneasiness. Yet, despite the news flurries caused by South Africa, Southern 
Rhodesia or Canada when chafing under Fund policies and notwithstanding 
active discussion of domestic gold policies in certain academic and financial 
circles, gold is not a question in which the American public is exhibiting any 
particular interest. For the man in the street, who has not seen a gold coin 
for sixteen years, it is not an issue at all. 

If in the future, however, depression should develop here, this apathy might 
be dispelled. Agitation for various inflationary expedients always has been 
the handmaiden of hard times here. From such soil sprang the silver purchases 
of 1878-93, the Populist Movement of the last century and, under the New 
Deal in 1933 and 1934, the devaluation of the dollar, the ‘‘ Thomas Amend- 
ment’ and the silver programme. Should mass unemployment and poor 
business return, the American public may be expected to turn an all-too- 
willing ear to monetary Pied Pipers, such as the quondam Committee for the 
Nation. While there have been thus far a few complaints from gold-mining 
interests seeking a higher price for their product, there exists at present nothing 
approaching the skilful and lavish propaganda by which that Committee in the 
early 1930s secured an increase in the price of gold. 

The United States Treasury since 1934 has consistently resisted all sugges- 
tions to change its official gold policy. It has no desire to disturb the firm place 
of gold in American economic folklore, and wants no change in the gold content of 
the dollar. Resumption of internal convertibility of dollar notes into gold 
the Treasury flatly opposes, notwithstanding appreciable public sentiment here 
and there in favour of it. The Treasury is always willing to meet at $35 an 
ounce all bona fide industrial demands for gold. Externally, the gold bullion 
standard is maintained for foreign governments and central banks, with no 
maximum limit on the amount of gold the Treasury is willing to sell or buy at 
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the official price. As Henry Morgenthau, Jr., former Secretary of the Treasury, 
once said, even gold marked with the hammer and sickle is welcome. Here, 
then, is the residual buyer of all the world’s gold, the “ mint ”’ for gold sellers 
everywhere. 

It is the American Government’s policy, moreover, to support the policies 
of the I.M.F. ; policies in the formulation of which the United States usually, 
although not invariably, plays a predominant réle. When, in June, 1947, the 
Fund addressed its members to deprecate international trade in gold at premium 
prices, the United States Government promptly and energetically “ co- 
operated ’’, requesting all Americans concerned to refrain from such traffic; 
and, after hearings, the Treasury, in November, 1947, amended its gold export 
licensing regulations to ensure better control of gold movements. Since then 
applications for licences to export industrial gold have been subjected to the 
most careful scrutiny and double checking, to enforce the Fund’s policy. So 
tight have been the American export procedures that there has been cause to 
wonder whether they have not contributed to the scarcity of industrial gold in 
foreign markets and the attendant premium prices.* 

The free gold markets which the I.M.F. so greatly deplores are being fed 
partly by the Fund’s undisciplined gold-producing countries and partly, the 
writer believes, by the U.S.S.R. Latin American gold-producing countries, 
notably Chile, Peru and Colombia, have been openly selling their newly- 
mined gold in Argentina and elsewhere at premia in terms of their own cur- 
rencies. Mexico, which formerly permitted gold exports to any destination, no 
longer officially does so ; although there is no telling what goes on in a country 
where the people generally have so little respect for their own laws (for example, 
gold has been detected in Mexican food packages sent to Spain). Theoretically, 
the Fund might use available sanctions to keep its members in line, but these 
would not serve against Latin America. At Bretton Woods the Latins generally 
were wooed into the Fund because of their desire to get loans through the World 
Bank. Since the southward flow of World Bank money has been far below 
their hopes, they would not regard it as too great a hardship to be expelled 
from the Fund. 

Russian gold is finding its way on to the premium markets of Europe, the 
Middle East, etc. Directly or indirectly, the U.S.S.R. is thus able to buy 
dollars at a discount. The United States, with its large gold stock, could, by 
selling gold, easily eliminate the premium on gold and the discount on the 
dollar in such markets. But, in view of the attitude the Washington Govern- 
ment has consistently taken since the war towards premium prices, a cold 
gold war is unlikely. So long as currencies remain overvalued—and the Fund 
is powerless to require devaluation by members—hoarders will bid high for 
gold. 

The desire of gold producers for relief from the pressure of rising costs is 
understandable. Since it is not easy in a time of general inflation to “ sell” 
the idea of currency devaluation, the objective is approached in the United 





*Licences for exportation of semi-processed gold are issued primarily to manufacturers of 
dental supplies and of sheet, wire, tubing, etc., used in jewellery manufacture. The export 
applicant must supply an affidavit in great detail, sworn to before the nearest American consul 
by the foreign customer. These facts the American Government makes every effort to check. 
The Treasury has refused licences to places where a large part of the newly-mined gold is per- 
mitted to be sold locally at a premium or exported. 
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States by demands for the establishment of a legal “ free market ”’ for gold. 
If the American gold producers cannot send their gold to be sold at premium 
prices in free or black markets abroad, at least let there be a free market in 
the United States, where demand and supply can determine the “ true value ’ 
to-day of an ounce of gold, the gold miners are saying. And they are saying this 
with ever louder tones, realizing that the inflation of prices and costs in the 
United States has at least temporarily ended ; they perceive, in short, that if 
nothing is done soon, the price of gold will remain fixed for an indefinite period. 

When American gold producers and others to-day speak of a free market for 
gold, they talk of gold as a commodity, whereas formerly it was regarded as a 
thing apart. Thus, Senator Pat McCarran (Dem., Nev.), a leading mining-bloc 
spokesman, has described the free market for gold sought in his bill as one 
where “ decisions to buy and sell would not be basically different from decisions 
to buy and sell other commodities ’’. Nothing could be more harmful to the 
gold-mining industry in the long run than a general belief that gold is just 
another commodity with no fixity of value. 

American mining advocates of a free gold market in the United States 
profess to recommend a market in which demand and supply will be free to 
determine the “ true value ”’ of gold ; but they want this market conducted on 
the 35th floor, so to speak, with the sky the hmit. Again quoting Senator 
McCarran, ‘‘ The gold stock could be frozen into the monetary structure in 
approximately its present status. _ The obligation of the Treasury to buy all 
gold offered at a fixed price of $35 a fine ounce . . . would, of course, be con- 
tinued. Thus this price would “og a minimum for the individual owner, who 
could sell to the Treasury or on the open market, whenever he could get a 
better price ’’. In other words, the Nevada Senator would have the Congress 
do for gold what, in recognition of the mining bloc’s power, it has done for 
silver. The difference facing him is that, whereas few people nowadays retain 
any faith or interest in silver, gold’s prestige is still firmly rooted and the entire 
credit structure rests on a foundation of gold certificates. 

The McCarran bill, of which a counterpart has been introduced in the House 
of Representatives, would permit an open market for all newly-mined and 
imported gold and would end licensing of exports. By enabling foreigners or 
domestic hoarders to acquire gold, the inflationary effects of the present gold 
inflow would be lessened, McCarran argues. A free gold market such as he 
advocates “‘ would provide a new method of credit control . . . would not re- 
flect lack of confidence in the currency . . . would not interfere with manage- 
ment of the public debt . . . would establish an appropriate price for future 
gold redemption of the currency ’’, etc. Premium prices for gold are not 
objectionable, McCarran adds. Since “ the parities established by the I.M.F. 
are not realistic and must soon be altered ”’, a free gold market “‘ would furnish 
the means of approximating the proper relationship among currencies of 
principal countries ”’ 

Foreign gold mining interests may appeal to their governments for aid on 
the grounds that more gold is needed, but this appeal has no validity in the 
United States, which holds a twenty-four billion dollar hoard of the metal. 
With money in circulation totalling $274 billions, there is almost enough gold 
to back the currency dollar for dollar. The gold certificates in the reserves of 
the twelve Federal Reserve Banks are almost exactly the total of the Federal 
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Reserve notes outstanding. Nearly half the total note and deposit liabilities 
of the Federal Reserve Banks is backed by gold certificates. Even compared 
with total bank deposits and currency outside banks ($170 billions), the 
national gold hoard is formidable. 

Nor is there a ghost of an argument for assisting the American gold mining 
industry on the grounds of economic importance. Compared with a gross 
national product of about $255 billions in 1948, only $70 millions—less than 
one-third of 1 per cent.—was accounted for by the gold miners of this country. 

Neither the Treasury nor the Federal Reserve policy-makers—nor for that 
matter the leaders of banking opinion—show any signs of being convinced by 
the gold miners and their spokesmen that a free gold market “‘ would be a 
desirable instrument of credit control ’’, would “ bring order to the monetary 
system ”’ or “aid the Treasury in fiscal matters’’. A Congressional inquiry into 
Treasury and Federal Reserve views would show strong opposition to a 
so-called free market for gold or to any change in the present U-S. official 
price of gold. Nor would Washington to-day support a uniform increase in the 
price of gold by all countries. Devaluation of certain foreign currencies is 
favoured by the United States. It wants those devaluations to be effected, 
however, through the I.M.F. 

On this question of a free market, Mr. William McChesney Martin, as Acting 
Secretary of the Treasury, recently stated : 


rhe Treasury is strongly opposed to the development of a market for gold in the 
United States in which the price may deviate materially from the official monetary 
value of gold. Such a duality of price would conflict with the basic purposes which 
lead the Government to buy and sell gold and to use it as reserves for its banking 
and currency system. For the Government to hold a floor under the price of gold 
but not to fix a ceiling over it at the same price violates the whole conception of the 
use of gold for official monetary reserves and for defining and maintaining the parity 
value of currency... . 

There would be no valid reason why the Treasury should continue this policy 
fof buying all gold offered at $35 an oz.] if it were not also to sell gold at the same 
price to keep the dollar from going to a discount below 1/35th of an ounce of gold 
and thereby also preventing the price of gold from rising above $35 an ounce. .. 
The Treasury believes that it is of the utmost importance that it continue to stand 
ready to sell gold to foreign governments and central banks for all legitimate monetary 
purposes. ... If the Treasury should continue its present policy as to sales of gold 
while a higher price of gold prevailed in an open market in the United States, foreign 
governments and central banks could maintain their gold stocks by purchase from 
the United States at $35 an ounce, although their domestic production and private 
holdings of gold might flow to the United States for sale at a higher price in the 
open market. 


Mr. Martin went on to point out the difficulties which would be encountered 
in restricting domestic sales of Treasury gold to bona fide industrial users, as 
well as the possible loss of confidence in the dollar, disturbance of the foreign 
exchange markets and inconsistency with Bretton Woods principles which 
would result if two prices for gold were to exist in the United States. More- 
over, if a free gold market entailed freedom to export gold from the United 
States, the Treasury sees additional objections, notably the channelling of 
badly-needed foreign dollar resources into gold hoards, at the very time that the 
U.S. Government was extending large-scale aid to other countries. 

In view of the far more than ample stock of gold possessed by the United 
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States, it may be wondered why it does not cease buying gold, a step which 
would require Congressional action. But there is no desire in the Treasury 
for such a policy, first, because of the very unsettling effect any such drastic 
innovation would have on public confidence in the currency and, secondly, 
because the Government views the buying of foreign gold not needed in the 
United States as a form of foreign aid, however indiscriminate. 

The Treasury is on record as favouring measures to lessen the gold inflow 
from abroad, not on the grounds that there is no need for the gold here, but for 
the sake of allowing the international use of gold as a settler of balances to 
continue. It is a game in which the winner repeatedly has to redistribute the 
chips, through such devices as lend-lease and E.R.P. Secretary of the Treasury 
John W. Snyder, in testifying last year on the E.R.P., argued against ex- 
hausting the gold and dollar balances of the E.R.P. countries as ‘‘ unwise ”’ 
stating that : 


Gold still remains the ultimate reserve for world currencies. Even though the 
currencies are not convertible, holdings of gold and dollars give people confidence 
in their currency and this confidence will be necessary if the currencies of Europe 
are to be stabilized successfully in the course of the next few years. 


More recently, the Treasury has made it plain that it considers certain un- 
named European currencies overvalued. It may therefore be assumed that the 
Treasury, through the I.M.F. and otherwise, is working for devaluations in 
those cases ; i.e. for changes in the official price of gold in individual foreign 
countries. * 

Of the views of economists of the more conservative school, the Economists’ 
National Committee on Monetary Policy, a group organized in 1933, is re- 
presentative. That Committee stands for a return to the full gold-coin stan- 
dard: ‘‘ a thorough-going gold standard at $35 per fine ounce with domestic 
currency redeemable in, and convertible into, gold at par’’. The Committee 
is opposed to any alteration in the weight of the dollar. It has not formally 
defined its attitude towards free gold markets, but its most vocal member and 
Executive Vice-President, Prof. Walter E. Spahr, of New York University, 
has said that he ‘“‘ might possibly advocate, as a prelude to stabilization, a 
free gold market in some or all of those paper standard countries which do not 
maintain a fixed gold unit. . . . To establish in this country a free gold market 

. would destroy that portion of a gold standard we now have and would 
throw us into an unqualified paper money with the wide fluctuations in the 
prices of gold and of other commodities that characterize such a system... ”’ 

A different economist’s view of gold, from a non-Government source, 
appears in an anonymous article, ‘‘ The Gold Standard Question’’, issued in 





* The Fund’s effectiveness in bringing about devaluations in Europe is very small. Although 
it has dollars to lend, in the case of E.R.P. countries the established policy is for the Fund to 
await E.R.P.’s end. Besides, the Articles of Agreement do not empower the Fund to compel 
devaluation, or even to initiate conversations to that end, unless the member is already in debt 
tothe Fund. The United States, on the other hand, momentarily has an important ‘‘ sanction ”’, 
if it chooses to use it: E.C.A. allocations of dollars. It may not be without significance that 
the American alternate executive director of the Fund, Mr. Henry J. Tasca, a ‘‘ Treasury man ”’, 
while retaining his Fund post, has been detailed by the U.S. Government to E.C.A.’s staff in 
Europe. Mr. Tasca is quite familiar with the Treasury’s views on foreign currency values and is 
well informed on the intricacies of international exchange rates. 














100 THE BANKER 


March, 1949, by the Brookings Institution. This regards the common argu- 
ments for internal convertibility of United States currency into gold as of small 
consequence. This conservative and influential research organization con- 
siders that “ the fact that paper currency is not redeemable in gold no longer 
causes the general public any uneasiness. . . . Whereas in earlier times we were 
so accustomed to the use of gold that we were gold-minded and distrustful of 
paper that was not immediately convertible into gold, we have now become 
habituated to the use of paper currency. We are not interested in using gold 
as a medium of exchange. . .”’ 

On the other hand, a prominent American banker, who would not permit 
direct quotation, contended in reply to the writer’s inquiry that eventually 

the United States system should at least permit anybody to get gold bullion at 
the official price, adding that when the time comes he might. approve going all 
the way and coining gold again. He based this view on the confidence which 
gold gives people in their money and in monetary stability ; but felt there was 
no immediate urgency for such a course, that on the contrary, there are many 
difficulties, since money can be stable only when the economy is reasonably 
stable, whe reas to-day the world is too chaotic to incur this added risk. He 
thought there would be no present advantage, but rather a great many dis- 
advantages, in a change in the price of gold. 

Another outstanding banker, Mr. R. C. Leffingwell of J. P. Morgan and Co., 
last year publicly voiced his opposition to a restoration of gold coinage on the 
grounds that that step would impair the stability of the dollar. He observed: 
“ The result of paying gold out of our reserves, into the hands of the people for 
domestic circulation, might be to create, in panic or war-time, an insufficiency 
of reserves in our Federal Reserve Banks. This would weaken our defences in 
case of war, and might convert a possible recession into a disastrous deflation in 
time of peace ’’’. The United States does not need a gold-coin or gold-certificate 
currency, but the gold-standard currency which it has: “ let us not meddle 
with it ”’ 

Chis survey of American views about gold suggests that no change in the 
official gold policies of the United States Government or of the Congress is 
likely in the predictable future. Those special groups of economists, gold 
mining interests or speculators who would like one or another change made in 
American gold policy will doubtless continue to agitate for their respective 
programmes, but they do not command influence sufficient to stir the public 
from its present apathy or the Government from its determination to make no 

change in the existing status of gold in the United States. 

The official price of gold stands firmly at $35 an ounce. Gold coinage re- 
mains an historical memory. Hoarding of gold coin or bullion is forbidden. A 
loophole in the gold regulations permits private ownership and trading in 
newly-mined gold in its natural state at premium prices ; but the volume of the 
trading is believed to be extremely small. Exports of gold in any form are 
carefully supervised under Treasury licensing. The Government does not 
waver in its readiness to buy any newly-mined and imported gold from what- 
ever the source. From time to time, gold will continue to get into the news. 
But there seems no likelihood of a change in the price or establishment of a 
free market with a fluctuating price. 
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Building Societies and State-Financed 
Housing 


By Harold Wincott 


TUDENTS of the building society movement have been keeping recent 
Geevelopments under close scrutiny to see how the societies fare under the 

new dispensation which the end of the war and the general election of 1945 
ushered in. The inter-war years, as is well known, saw a prodigious growth in 
the movement. The relatively minor part then played by the local authorities 
in the country’s housing programmes and the reliance of the whole national 
economy on domestic building to pull it out of the depression of the early 
thirties were both major factors favouring building society development. And 
the movement seized its opportunities with both hands. Between 1919 and 
1938 total assets rose from {77.3 millions to £758.9 millions, annual mortgage 
advances grew from {15.8 millions to £137 millions, and the moneys placed in 
the investment departments soared from £72.8 millions to £717.3 millions. 
During the war, of course, progress was checked. The absence of new building 
and the monetary liquidity which war circumstances conferred on borrowers, 
leading them to maintain an abnormally high level of mortgage repayments, 
were indeed causing building societies to unwind. That fact may have been 
obscured by the rate at which _ movement was piling up liquid assets. 
Nevertheless, the decline in mortgage assets from {686.8 millions at the end 
of 1938 to £573.3 millions in 1945 was a highly significant development. 

It was, however, legitimate to expect—before the general election in July, 
1945—that so soon as the war ended the pre-war expansion would be resumed. 
True, it was even then evident that the economy would no longer place the 
reliance upon the building industry as a work-creating agency that it did 
ten years previously. In view of the urgent need to increase exports and to 
push forward with industrial rehabilitation, the building industry would in 
any event have been occupying a lower place in Britain’s industrial hierarchy 
than in the pre-war years. Nevertheless, for political and social reasons, it 
could certainly not be relegated to the lowly place which pure economic 
reasoning would have justified. The demand for new housing would be 
enormous. And when that demand began to lag, slum clearance and similar 
schemes would continue for as far ahead as anyone cared to look. The move- 
ment may have been abnormally liquid in 1945. But it could hardly have 
been too liquid to finance the demand about to be made on its facilities. 

The election of 1945, however, put a very different face on things. It may 
be that the return to a Labour Government meant a higher place for housing 
in the list of post-war priorities than would have been the case under a con- 
tinuing National Government or had the Conservative Party been returned to 
power, although this is by no means certain. What is beyond dispute is that 
the return of a Labour Government altered the whole emphasis of post-war 
housing policy. Whereas the Tory ideal is a property-owning democracy, with 
“every man his own landlord ”’, the Labour Party placed the whole emphasis 
on the construction of houses for letting. The results are to be seen in the 
following table ; to appreciate the extent of the revolution, it need only be 
remembered that in 1936 as many as 211,300 houses were built for sale. 
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New Permanent Houses Completed by 
Private Builders Local Authorities 


1946 : ‘ 27,373 22,266 
1947 , ‘ 32,391 94,028 
1948 : 4 22,213 177:542 


Against this background observers of the building society movement were 
sceptical about the undoubted expansion which occurred in the movement in 
1946 and 1947. Clearly, the post-war resettlement of the population was going 
to make great demands upon the societies’ facilities, even though new building 
for sale was so severely restricted. But such expansion could not last. There 
must come a time when all the returned ex-Servicemen were settled down, 
when the “ general post ’’ in population—inevitable after a war in which so 
much housing capacity had been destroyed and so many families uprooted— 

came to an end. Then, with full employment maintaining mortgage repay- 
ments at an abnormally high level, the building society movement must surely 
contract—until ‘“‘ normal ’’ building of houses for sale was resumed. 

The logic of the argument seemed flawless. But somehow it failed to 
communicate itself to the building societies. By the end of 1948 the movement 
had achieved the quite notable landmark of an assets total in excess of £1,000 
millions. Indeed, with only a derisory number of new houses requiring building 
society finance, the movement has in the three full years since the end of the 
war achieved a rate of expansion quite as impressive as anything shown in its 
more dynamic inter-war years. That very comparison, however, raises the 
question of how exactly this post-war expansion has been achieved. In 
part, of course, the explanation is simply the war and post-war inflation of 
property values. but it is open to question whether that phenomenon alone 
explains the growth in the movement. 

It is, unfortunately, impossible to define the main trends of building society 
activity from the published statistics of the movement. It seems fairly evident 
from general observation and from discussions with those engaged in the 
movement, however, that four main factors have been at work to sustain this 
remarkable level of activity. First, there has been the “ straight ’’ financing 
of that portion of the 81,977 “ private enterprise ’’ houses built since 1945 
which the purchasers did not buy outright. Secondly, there has been the 
‘normal ’’ business in pre-war houses ; in the post-war conditions that has 
certainly been abnormally high. Thirdly, there must have been considerable 
building society activity arising directly out of rent control. In this category 
comes the now familiar “ sitting tenant ’’ transaction, under which the occupant 
of a rent-controlled property buys his house below its current value as a 

vacant possession ”’ proposition, but at a price higher than would be justified 
on an investment basis, having regard to the meagre net rental allowed. 
Finally, there can be no doubt that much building society activity in the post- 

war years has been simply a liquefying of the inflationary increment—the 
granting of a new mortgage or the increase of an old one simply to allow the 
property owner to encash part of the doubling or trebling of the value of his 
property which the circumstances of the last ten years have brought about. 

It will be appreciated from this analysis that there has been a good deal 
of the abnormal and, possibly, unhealthy about the set-up of the post-war 
Ap business. It is by no means axiomatic, of course, that new property 

a better mortgage risk than old, particularly in a period of raw material 
ptt and labour scarcity. In the post-war years, however, a mortgage on 
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newly built property has had the not inconsiderable protection of the fact 
that the controlled price of new property has been far below its free market 
value, a fact which must surely have heavily outweighed any deficiencies 
inherent in new buildings in such an era. For the rest, the societies have been 
operating, in the keenest competition one against the other, in a property 
market which has seen values pushed to levels far beyond those justified by 
the degree of inflation experienced in the economy as a whole since 1939. It 
would be surprising indeed in these circumstances if advances have not been 
made which the movement will regret before it is very much older. 


TABLE I 
AGGREGATE POSITION OF 137 BUILDING SOCIETIES 
1947 1948 Change in 1948 
Assets : £ £ £ 

Mortgages . ; ns 629,005,176 715,991,281 86,926,105 
Investments ‘ , 161,708,228 146,678,619 15,029,609 
Cash ‘ Ae a a 27,201,179 23,980,488 — 3,220,691 
Other Assets ~ is iin 6,889,810 6,883,616 _ 6, 194 
Total Assets : 824,864,393 893,534,004 + 68,669,611 

Reserves . as ‘ 48,939,830 53,493,042 + 4,553,212 
Advances on Mortgage ibs 209,816,795 223,064,353 - 13,847,558 
No. of Mortgage Accounts. . a 1,203,855 1,223,836 + 19,981 


It is, however, true that the pace of the expansion in mortgage advances 
slackened considerably during 1948. Table I accompanying this article shows 
that 137 societies which had compiled their 1948 figures by the time the March 
issue of the Buzlding Societies’ Gazette went to press advanced {223.7 millions 
on mortgage last year. The increase of £13.8 millions over the comparable total 
of 1947 is impressive. But it compares with an increase of no less than £50.1 
millions scored in 1947 over 1946 by 195 societies which were the subject of a 
similar analysis by the Buzlding Societies’ Gazette a year ago. Percentagewise, 











Tasze II 
MORTGAGE BUSINESS 
(£’000’s) 
: 1935 . 1947 : 1948 
New Repay- Balance New Repay- Balance New Repay- Balance 
Advances ments* end of year Advances ments* end of year Advances ments* end of year 
Halifaxt 20,341 18,224 105,178 26,989 24,622 96,901 26,348 23,820 103,881 
Abbey National 13,499 12,573 79,207 20,697 15,731 67,967 21,948 16,855 76,222 
Cheltenham and 
Gloucester - 1,275 1,162 6,261 2,636 1,967 7,992 2,806 2,230 8,996 
Leeds and Holbeck 1,023 751 4,224 1,693 1,162 5,027 2,296 1,350 6,212 
Leek and Moorlands 1,208 994 6,047 4; 356 2,634 11,211 4,429 3,047 13,118 
Huddersfield .. 2,033 2,109 13,331 2,266 2,496 9,678 3,008 2,428 10,671 
Woolwich Equitablet 6,277 5,930 35,921 2, 32 9,367 37,456 12,051 9,939 41,405 
Tora 
Seven SOCIETIES .. 45,056 41,743 250,169 70,769 57,979 236,232 72,886 59,669 260,505 
* Including interest. + To January 31 of following year. t To September 30. 


these advances last year rose by a mere 6.6 per cent. In the 1947 sample, the 
increase over 1946 was of the order of 30 per cent. 

Within the movement itself, moreover, there are wide divergencies in 
advances policy, and signs that some societies are resisting strongly the tempta- 
tion to expand their business as greatly as recent conditions would certainly 
have permitted them to do. As compared with the increase of 30 per cent. in 
advances in 1947 over 1946 already mentioned, the seven societies whose 
figures are examined in the remaining tables accompanying this article were 
content with a combined increase of 17 per cent.; as compared with the 
increase of 6.6 per cent. shown by the 137 societies for 1948 in Table I, the 
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seven societies represented in Table II increased their advances by only 3.0 
per cent. The giant of the movement, the Halifax, is obviously pursuing an 
ultra-cautious policy; its advances of the last three years have been £27.7 
millions, £26.9 millions and {26.3 millions. Whereas other societies are doing 
two, three or four times as much advances business as in pre-war days, the 
Halifax has been content with a mere 30 per cent. increase. Where the Woolwich 
Equitable thought it reasonable to increase its lendings from £8.8 millions in 
1946 to {12.1 millions in 1947, in 1948 it actually reduced the amount lent. 

If conditions of the last year or two have justified a caution in the societies’ 
lending policy which has not everywhere been apparent, it is equally true that 
conditions in their borrowing departments have been abnormal. The movement 
has come a long way from its early beginnings a century ago when it was 

TABLE III 
SHARE AND DEPOSIT MOVEMENTS 
(in £’000’s) 





SHARES DEPOSITS 
With- Balance With- Balance 
Subscribed drawn* end of year Subscribed drawn end of year 
{ 19390F 11,692 9,406 87,280 9,309 10,092 35,004 
Halifax ro48t 11,524 8,251 93,704 8,856 9,192 40,423 
1949+ 9,534 9,170 96,084 11,002 9,186 42,932 
1938 8,532 10,701 66,829 6,970 3,189 14,549 
Abbey National 1947 2,160 4,700 65,237 3,305 1,888 12,402 
1945 5,502 4,522 67,350 2,055 2,151 13,070 
: 193 673 425 447 500 528 1,906 
Cheltenham and ze . 4 : + +4 4 - > 
Eicmmeaiin 194 1,501 595 7,203 822 Jo! 2,944 
rlouceste 1948 1,373 673 3,170 826 688 3,101 
1928 647 8 2 05 357 322 1,231 
Leeds and 3° a 44 3 a4 Jo/ - 23 
Holbeck 1947 953 509 5.1758 321 304 1,524 
— 1948 1,409 619 6,089 265 323 1,492 
1935 909 577 5,250 210 228 858 
Leek and om 25 4 ag ee c. 
M haan 1947 1,731 397 10,063 713 152 1,484 
Moorla Ss - ~ 
- 1948 2,696 1,210 12,411 304 232 1,643 
1936 O55 I,O1d 10,351 714 641 3,283 
Huddersfield .. 1947 634 673 10,998 378 398 3,486 
1945 660 710 11,178 357 394 3,502 
cores : 1938: 3,632 3,006 27,408 3,648 3,432 9,806 
Woolwich ae as ge 74 ee 3.43 1,09 
Banitabl 1947+ 5,759 2,470 39,199 2,725 1,092 8,039 
J avie + > > > > 
I 1948; =. 2,838 2,725 40,199 2,578 1,871 8,883 
[oral 1936 20,943 25,701 204,055 21,720 18, 432 66,727 
¢ z -* ‘ > 
SEVI : ETI 4 1947 24,302 15,196 232,307 17,180 14,32 70, 302 
r N ot 4 [IE L i) 7 » > Qo 
einen : 1948 24,012 19,935 241,523 18,050 14.375 74,083 
* Including interest. + Year to January 31. ; Year to September 30. 


almost exclusively a working man’s movement. On the lending side it 1s 
possible to discern from some societies’ accounts what can only be regarded 
as an unduly high proportion of transactions involving large single mortgages. 
On the borrowing side, the movement is attracting more and more the attention 
of the sophisticated investor. The growth of what is known as “ cyclical 
investment ’’—involving investment in equities in years of rising trade activity 
and a switch to “ money’ investments when the trade outlook darkens— 
has certainly not been as marked in this country as in the United States. Yet 
it has a number of adherents here—and one has not needed to be a devotee 
of Dow or Hatch to appreciate that the outlook for Stock Exchange investments 
has been uncertain now for two years. In these circumstances, building 
societies have undoubtedly attracted a good deal of ‘‘ Stock Exchange money ”’; 
returns of up to the equivalent of 43 per cent. gross, complete freedom from 
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capital depreciation and easy withdrawal facilities have cape to commend 
themselves to erstwhile bulls of equities in a disinflationary ag 

Building societies should realize, however, that much of this money may 
prove “hot money”. The “cyclical investor” will certainly realize his 
building society shares and deposits the moment he is convinced it is right 
to buy industrial and other equities on the Stock Exchange. A worsening of 
the international political situation could hardly fail to induce both “ liquidity 
preference ’ and a mistrust of investment in property. Any variation of the 
movement’s existing “‘composite tax’’ arrangement is likely in to-day’s 
conditions to scale down the gross returns obtainable from building society 
investments. Such a variation would not necessarily cause investors to regard 
their holdings in building societies with disfavour ; the gross returns available 
to-day are relatively sufficiently high to enable them to stand a fair amount 
of whittling down without losing all their present undoubted attractions. But 
if there is anything at all left in the theory of interest rates—which admittedly 
many people doubt to-day—such a development ought to have its effects in 
the societies’ borrowing departments. Policy in these departments, of course, 
follows closely upon that followed in the le nding departments. This is brought 
out in Table III, where, for example, it is notable that the Halifax Society 














TABLE IV 
LIQUID RESOURCES 
(£’000’s) 
1938 1947 1948 
Cash Investments Cash Investments Cash Investments 
Halifax* . ; «« $887 17,182 6,432 39,111 4,700 39,136 
Abbey National .. 2,086 5,983 2,307 13,610 1,626 9,172 
Cheltenham and Gloucester 27 889 235 3,100 109 3,412 
Leeds and Holbeck ar 37 218 107 1,903 81 1,657 
Leek and Moorlands .. 30 408 257 1,347 230 1,430 
Huddersfield .. ror 408 831 353 5,598 329 4,901 
Woolwich Equitablet .. 221 2,918 2,006 10,435 1,315 9,222 
TotaL SEVEN SOCIETIES 8,056 28,429 11,697 75,104 8,390 68,930 
* At January 31 of following year. ¢ At September 30. 


took in in shares nearly £2 millions less in 1948 than in 1947. Equally, the 
sudden halt in the Woolwich Equitable’s expansionary advances policy last 
year is reflected in a sharp drop in new share subscriptions. 

The warning notes struck in this article should not be construed in any 
alarmist fashion. The building society movement as a whole to-day is in a 
great deal better shape than it was before the war. Table I shows that with 
the 137 societies dealt with, investments and cash were equal to over 19 per 
cent. of the societies’ total assets. In 1938, the corresponding figure for the 
movement as a whole was g$ per cent. The reserve position has undergone 
some strengthening. Before the war, bank loans were a not uncommon feature 
of building society balance sheets. To-day, there is very little use of bank 
finance—except as an economic and temporary convenience to societies. On 
the other hand, the pre-war finances of the movement were not all that might 
have been desired, and it would be surprising, if Sir Stafford Cripps pushes 
ahead with his disinflationary policy (as he seems to be doing), or if the end 
of the sellers’ market abroad should cause unemployment in our export 
industries, if the recent expansionist policy followed by some societies did not 
cause them embarrassment. A building society forgets at its peril that it 
borrows short and lends long. 
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THE FUTURE OF 
LANCASHIRE COTTON 











Its Role in the National Economy 


By W. Gwyn Pilkington 


URING the last few years the cotton industry has had the not entirely 

enviable distinction of being singled out by the Government for much 

special attention and treatment. Why ? It accounts only for rather less 
than 4 per cent. of the total labour employed in British manufacturing industry, 
and rather less than 1} per cent. of the total industrial population of the 
country. On this basis it is seventh in importance of the manufacturing 
industries, and fifteenth in the whole range of employments. Looking at the 
industry from another angle, however, the observer will find that in 1948 cotton 
was the country’s third largest exporting industry, with machinery and vehicles 
coming first and second, and iron and steel and wool fourth and fifth. Exports 
of cotton yarns and manufactures last year accounted for 8} per cent. of the 
total value of British exports, or virtually 10 per cent. of the total of exports of 
articles wholly or mainly manufactured. Some 18 per cent. of the exports of 
cotton goods, moreover, went to hard currency markets, though, from the 
point of view of overseas trade, yarn and cloth would perhaps normally be 
regarded less as dollar earners than as means of meeting a need felt even by the 
most backward peoples. They serve as “ incentive ”’ goods to native popula- 
tions in the tropical and sub-tropical regions which are the principal producers 
of many agricultural and mining commodities which this country requires for 
foodstuffs and raw materials. 

The cotton industry’s exports last year, indeed, reached an average value 
of £411 per head of the number of operatives employed, a much higher average 
than that of any of the country’s other major industries. In addition, it 
provided the cotton textile requirements, not only of the domestic population 
for apparel and household purposes, but also of a wide range of “ outside” 
industries—such as those making hosiery, headwear, boots and shoes, insulating 
materials, rubber goods, tyres, motor car hoods and upholstery, surgical goods, 
cordage, abrasives, tapes, webbing, etc.—all of which also make a considerable 
contribution to the export drive. The industry’s direct exports, in yarns, 
thread, piece goods, and made-up goods, account for about 35 per cent. of its 
total output of yarns. 

The industry has also shown powers of recovery which must seem remark- 
able even to those not conversant with the difficulties with which it has been 
faced. As a result of the war-time concentration scheme it had, in 1945, only 
about 50 or 60 per cent. of the numbers of operatives and of machines at work 
that it had in 1937; so far, less than half the ground thus lost has been 
recovered. Last year, however, the volume of cotton yarn produced rose by 
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2a per cent. and that of cloth by 19 per cent., while exports of yarn rose in 
volume by 121 per cent. and those of piece goods by 43 per cent. The corre- 
sponding increases in value were 147 per cent. for yarn and 73 per cent. for 
cloth. 

Clearly, in the present economic circumstances of the country, an industry 
with such an achievement, and yet with roughly one-quarter of its total pro- 
ductive capacity at present unemployed for lack of labour, was bound to receive 
most assiduous attention from the Government. 

The Government’s interest has, indeed, been very evident in its propaganda 
for exports and for redistribution of labour. But it has been most specifically 
shown in at least two measures now on the Statute Book and in an Order made 
under another one. The Cotton (Centralized Buying) Act established the Raw 
Cotton Commission, which took over from the Raw Cotton Department of the 
war-time Cotton Control the responsibility for the purchase and distribution 
of the country’s requirements of raw cotton, and substituted a State organiza- 
tion for the peace-time system of free private importation and dealings in 
future contracts. The Cotton Spinning (Re-equipment Subsidy) Act gave 
statutory form to what was known as the “ Cripps Plan ’’—expounded by Sir 
Stafford in December, 1946, when he came to Manchester to explain the action 
which the Government proposed to take as a result of the findings of the Cotton 
Working Party. Under this plan the Government undertook to bear 25 per 
cent. of the cost of schemes of re-equipment of cotton spinning mills, provided 
they were put in hand within a prescribed period and followed an approved 
course, that the employers formed groupings of mill units to achieve the 
requisite manoeuvrability, and that the operatives accepted departures from 
the traditional hours and methods of working to ensure the best use of the 
newmachinery. The cotton industry, moreover, became the first in the country 
to have appointed for it a development council under the Industrial Organiza- 
tion Act. In this case, however, the change under which the “‘ Cotton Board ”’ 
(established in 1940) became the “‘ Cotton Board, 1948,’’ was scarcely noticed. 

If, however, the industry is little the worse or the better for the impact on 
it of the Industrial Organization Act, it has found many grounds for complaint 
about the outcome of the Cotton (Centralized Buying) Act. There are com- 
plaints about the prices which the Raw Cotton Commission charges spinners 
for cotton—which seem in some instances to exceed world prices—and about 
the frequency and extent of the changes which it makes in them. It is com- 
plained, also, that the Commission sells only on spot terms and will not enter 
into contracts for supplies to be delivered over periods extending several months 
ahead. A few months ago the Commission’s stock of cotton fell to uncomfort- 
ably small dimensions ; it is now being replenished, but there are still complaints 
that the Commission can neither supply various qualities which are needed for 
specific special purposes nor provide a continuous bulk supply of particular 
qualities which are regularly needed for “‘ bread-and-butter ’’ goods. This two- 
fold failure causes grave difficulties for the industry in both its phases. 

This is a convenient point at which to distinguish two different aspects of 
the industry. First, it is very largely, though perhaps less so than 20 or 2§ 
years ago, a mass-production industry, turning out large quantities of standard 
yarns and cloths for which there is a bulk demand, and of which many other 
countries are also producers. Secondly, it is also a speciality-producing in- 
dustry, making better, finer, and more complex goods, which it offers to the 
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more exacting clientéle which demands either something new in design, con- 
struction, or finish, or something accurately conforming with requirements 
for some particular special industrial, scientific or other purpose. Here, pro- 
cesses and products develop and change with progress in taste and in tech- 
nology, and here, moreover, Lancashire stands virtually beyond the range of 
foreign competition. This is, broadly speaking, the sphere of the mule spindle, 
and the Lancashire (non-automatic) loom, and of that blend of heredity, 
experience and skill which generates true craftsmanship. A restricted range 
of raw material supplies cripples this section, which needs to have the choicest 
and rarest varieties at its command. 

On the other hand, the “ bread-and-butter " section needs a steady inflow 
of even-running lots of raw material at low and, if possible, steady prices, 
This is the section of ring spindles, short-processing, high-drafting and auto- 
matic looms, where craftsmanship is barely needed among the rank and file 
of the workers so long as it is present among the overlookers and the mechanics, 
It is, however, the section where Lancashire is already beginning to feel again 
the effects of foreign competition, especially from Japan, and its prospects give 
cause for anxiety. 

There are in the industry, and outside it, those who hold that Lancashire 
should not try in this bulk section to meet world competition, but should devote 
all its energies to the finer, fancier and more highly specialized styles in which 
little or no competition is encountered. This field, however, is essentially a 
diminishing one. As other producing countries grow in experience and skill, 
they can imitate, if not initiate, in speciality production. Even now this trade 
is not nearly large enough to find employment for anything approaching the 
industry’s productive capacity and i force. Again, in the bulk trade, 
there is scope for the better article in the less expensive range of goods. Well- 
selected raw materials, even spinning, flawless weaving and highly developed 
finishes can present a cloth similar in technical specification to that which 
Japanese, Indian or Brazilian mills could adopt, but differing from it greatly 
in durability, attractiveness of appearance, and the other attributes which 
determine the consumer’s choice. For the quality which Lancashire’s long 
tradition of textile production can impart, consumers the world over will 
usually pay a premium, but only a slight one, and the bulk trade’s problem is 
to reduce its costs so as to ensure the sale of its output when world competition 
is in full swing again. 

This consideration no doubt largely influenced the Government in its 
decision to help the industry to re-equip and modernize itself. The offer con- 
tained in the “‘ Cripps Plan "’ was a generous one, and nothing similar has been 
arranged for any other industry. It must be admitted, however, that there are 
grounds for disappointment with the response which the spinning se ction of 
the industry has made to it. Only five or six new groupings of spinning mills 
have been organized to secure the benefits of the subsidy, and of the II “which 
had been in existence before the scheme was introduced, six have not yet 
submitted proposals for taking advantage of it. 

Firms in the speciality trade, perhaps, could not be expected to regard the 
scheme as an opportunity, particularly in view of the stipulation that they must 
form groupings and pool their resources, profits and secrets with other firms. 
But in the bulk trade also the grouping condition has formed a big obstacle. 
Though there is considerable scope for amalgamations both of several firms 
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engaged on the same class of trade or of several each engaged on a different 
class, the human element has presented difficulties, incompatibility of tem- 
perament being by no means a negligible factor in an industry noted for its 
‘ rugged individualism ”. Another unfavourable factor has been the balancing 
charge for taxation purposes on the values of assets transferred when one 
company acquires another. This was introduced in the Budget in 1945, and, 
though the charge was reduced by one-half in the Finance Act, 1947, for 
approved amalgamations of cotton-spinning companies under the scheme, it 
is still a great hindrance to the movement towards groupings. In many mill 
companies, machinery installed 40 or 50 years ago now stands in the books at a 
value which bears no closer relation to its earning power than it does to its cost 
of replacement. 

Many traders hesitate because of the high cost of new machinery, which, 
together with the high cost of carrying stocks of raw cotton at the inflated levels 
to which it has risen during the last 12 or 15 months, has made it impossible 
for many firms to muster the financial resources required even to bear three- 
quarters of the cost of a thorough-going scheme of re-equipment. Government- 
controlled margins for yarn selling-prices, and inadequate allowances for 
depreciation for taxation purposes—though the doubling of the initial wear- 
and-tear allowance for new machinery in this year’s Budget should be of some 
help—affect unfavourably the prospects of securing a return on the mill’s 
output which will cover the cost of the outlay. 

On the subject of re-equipment, the Committee on Industrial Productivity, 
in its first annual report published three or four weeks ago, has some highly 
important observations. In the course of its study of the cotton industry it 
almost deprecates heavy expenditure now on new machinery, suggesting that, 
as no major development in spinning or weaving machinery has taken place in 
the last 50 vears, there may be some very sweeping changes in the near future. 
While admitting that, in the long run, a substantial programme of re-equipment 
with up-to-date machinery will have to be undertaken, it says that the first 
need in the spinning and weaving sections of the industry is “ not for new or 
improved equipment, nor for further technical research, but rather for a 
concerted effort to apply the principles of good organization and deployment of 
labour over an increasing number of firms ’ 

This brings out the crux of the problem. Shortage of labour raises diff- 
culties at «very turn. Few employers let their hopes fly so high as to con- 
teniplate Jouble-shift working as a means of reducing costs with old machinery 
or of making expensive new machinery pay for itself. On the other hand, few 
would be so optimistic as to go to the expense of re-equipping without receiving 
some assurance that enough labour would be available to operate all the 
machinery on single-shift working, or that such workers as they could obtain 
would be prepared, subject to proper safeguards, to stretch a point here and 
there in order to get the most out of all the machines they could tend. 

In the spinning section, modernization means replacing mules by ring- 
frames, and this replacement involves an increase in the amount of cardroom 
and other prepar: itory machinery required for any given number of spindles. 
Unfortunately, it is precisely in cardroom working and in ring-spinning (where 
the operatives are preponderantly female) that the shortage of labour is most 
acute. Interest in redeployment arises largely from this consideration. 
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By redeployment is meant the rearrangement of the assignment of jobs and 
of the staffing of machinery with the object of increasing the total output 
without increasing the total number of operatives at work. Progress along 
these lines calls for many departures from traditional practice both in methods 
of working and in methods of assessing payment for work done, and it must be 
admitted that progress is painfully slow. It is slow partly because, even now, 
not enough of those concerned realize fully that increased productivity—and 
earnings—per operative can go hand in hand with decreased cost per unit of 
output, and that they must be made to do so if the industry is to maintain its 
place in world trade in cotton goods when the seller's market ends and when 
competition on price has to be faced evervwhere. 

The Aronson agreement for card, blowing and ring room operatives, intro- 
duced in January last year, took one or two steps in the desired direction, and 
the Evershed agreement for mule-spinning operatives, introduced in February 
this year, represents progress in that it provides a uniform list of rates and 
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Unless, however, steps are taken soon, along the line of redeployment and 

re-equipment in the industry generally, to raise the average output per head 


and to reduce the total cost per unit, it seems probable that Lancashire's 


th 
prices will be too high to permit it to hold a sufficient share of the bulk trade 
to give remunerative «mployment to such of its productive capacity as is not 
engaged in the speciality trade. It appears, indeed, that the shortage of labour 
may even impair the industry's ability to provide continuous employment for 
the operatives which it now has. 
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What Kind of Industry 
By John Midgley 


A ercounter, to discern the probable future shape of the cotton industry 








encounter, at the outset, the difficulty that the contemporary evidence 

on which an assessment might be based is largely false. The industrialist 
and the trader set their course not according to the weather they would like 
or are able to imagine, but according to the weather they meet. The climate 
of the last fe w years has been that of the seller’s market. Who believes that 
it will last ? Yet it has, to a large extent, dictated the course. Even now, with 
the signs of a buyer’s market appearing on so many horizons, and with some 
industries faced already with unaccustomed selling problems, the cotton 
industry is still, broadly, selling what it chooses to produce. How, in these 
conditions, doe s the manufacturer decide what he will make ? In general he 
weaves the cloths that it is convenient to weave. To some extent this may 
mean the cloth s that offer him the best margin (under a price structure that 
is still not free from distortion through purchase tax and price controls). 
Even more, however, it means the cloths that offer an attractive return to his 
operatives under the existing price lists—and which, therefore, he can produce 
with the least risk of unsettling his workpeople or even, perhaps, of losing 
them to other manufacturers. This situation 1s intelligible enough, and so 
long as almost any cotton fabric will sell, it would be a waste of time to press 
amore uncomfortable policy on the manufacturer. But it does not offer much 
guidance as to the future. 

Where, then, is guidance to be found ? Many managements are confronted 
with a series of decisive questions which cannot be correctly answered without 
some estimation of future trade trends. Are they to undertake full re- 
equipment, or to content themselves with empirical adaptation and improve- 
ment ? Are they to seek amalgamation into large horizontal groups, or into 
vertical combines, or should they stay as they are ? Should the mill-owning 
concern attempt its own merchanting ? Ought it to develop into a mass- 
producer, relying on the economies of Tong runs and standard lines of produc- 
tion, or should it put flexibility first ? On what scale is a company to contem- 
plate the investment of money in new buildings and new plant at a time when 
plant and buildings are dear ? Should it assume that two or three shifts will 
commonly be worked in the future, or should it invest on a more modest scale 
which will permit a lower rate of plant utilization ? To devise general and 
collective answers to these questions—based, perhaps, on what comparative 
studies of overseas industries may indicate or on what the national balance of 
payments problem may require—is not difficult, but such answers do not 
telieve the individual management of its specific responsibility to find the 
right answer to its own specific questions. How widely the specific answer may 
be separated in practice from the collective answer, the unimpressive career 
of the cotton spinning re-equipment subsidy has shown. A firm must plan for 
itself. For w hat kind of world, then, must it plan ? 

As the Cotton Board memorandum prepared for last year’s Anglo-American 
cotton textile conference pointed out, a great deal of work has still to be done 
before a satisfactory account of the structure of textile demand is available. 
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The memorandum drew attention to certain world trends which have operated 
fairly continuously over a long period, and which seem likely to continue 
further. World consumption of textile fibres increased during the inter-war 
years at an annual rate (2 per cent.) which was roughly twice the rate of in- 
crease in world population during those years ; consumption of cotton and 
rayon in particular increased at a higher rate than the increase in world popula- 
tion would explain. But it appears that, while that part of the growth in 
consumption which arises from population increase can be taken for granted, 
the remainder—arising from the growth of consumption per head—fluctuates 
incalculably. In the United States, the population doubled in forty years and 
cotton consumption more than doubled ; but consumption per head increased 
only from 19 to 20 lb. The period surveyed was between 1892-99 and 1931-38, 
Within those years, it is worth noting, consumption rose to 27.3 lb. per head in 
1907, and fell in 1932 to 18.8 lb. per head. Who could pin any hopes to-day on 
a general and steady economic progress in his own lifetime ? He would, 
therefore, be a bold man who would base any present investment on assump- 
tions of growing textile consumption per head. The growth of the world 
population is a firmer ground for optimism, but only for optimism of a modest 
and sober kind. And the trader will require to assure himself that he can 
command access to those markets where the population is likely to expand. 

This is, for the British textile trade, by no means generally certain. While 
the world production and consumption of cotton and rayon increased between 
the wars, the volume of the world trade decreased both relatively and 
absolutely. In 1936-38 the world markets relied on foreign supplies for 18 per 
cent. of their cotton textile consumption, compared with 27 per cent. ten 
years before. Already before the war more than four-fifths of the world’s 
requirements were supplied from local industries. The growth of domestic 
industries in countries which were once large importers of cotton textiles has 
been carried further since then, and the main expansions of capacity now ex- 
a are in areas—South America, the Near East, the Dominions—which 
have traditionally been importers of cotton goods. 

The third of the world trends which the memorandum took into account— 
the replacement of cotton in certain uses by rayon and synthetic fibres—has 
accelerated, and continues to accelerate, the shrinkage of the international 
textile trade. The national rayon industries tend even more than cotton 
industries to depend on their home market ; they have played a special part 
as savers of foreign currency ; they enable a demand, which at one time was 
met either from imported textiles or from imported textile fibres, to be met 
from indigenous manufacturing resources using relatively cheap raw materials. 
Thus the growth of rayon manufactures is bringing about an important change 
in the relations of domestic industry to international trade. 

It is not easy to deduce from these counterbalancing trends any firm 
justification for an expansionist attitude. The Cotton Board memorandum 
concluded that total world consumption of cotton and rayon fabrics—assuming 
a pre-war level of consumption per head—might rise by 1950 to about 44,000 
million square yards, but that rayon might account for 20 per cent. of this 
consumption. This would leave world consumption of cotton goods at 35- -36,000 
million square yards, or about its level in 1937. But if local manufacture were 
to continue to spread, and the proportion of cotton goods entering into world 
trade to continue to decline, world exports in 1950 might be only about 10 per 
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cent. of production: a recovery of the international trade in cotton piece 
goods to its level of 6,350 million Square yards in 1936-38 seemed, therefore, 
highly unlikely. But the contraction is not likely to be evenly distributed over 
the markets. It is largely in the Near East, in South America and in the 
Dominions that the domestic textile industries have been expanding, or are 
about to expand. It follows that “ the pattern of world trade will increasingly 
become one of concentration in colonial territories with a residual trade 
between the various producing countries ’ 

The British spinner or manufacturer seeking to plan for the future has, 
therefore, to take into consideration three trading outlets, each sharply dis- 
tinct in character: the British home trade, and two types of overseas market - 
the “ colonial” trade to countries which are still unable to supply their own 
basic textile needs, and the “ residual ” trade with countries that manufacture 
the bulk of their own textiles. The demands of the colonial trade, and the 
principles on which those demands change and develop, may well be familiar to 
him already ; it is evident that his goods will here meet formidable com- 
petition from Japan within a very few years, and evident also that his pro- 
duction costs at home must play the decisive part in determining whether he 
will be able to withstand competition or not. But what of the “ residual "’ 
trade with the more advanced countries ? Here it may be that low costs will 
not play the same decisive part. Tariffs and other forms of protection, low- 
cost labour in some countries and the high utilization of automatic plant in 
others, will tend to keep markets in cheap and standard lines more and more 
tightly closed, except for the type of “ distress ” purchase which is exemplified 
by the heavy British buying of German and Japanese grey cloth in the past 
year. It is hard to avoid the conclusion that international trade, apart from 
colonial and semi-colonial areas, will tend to be concerned more and more with 
the speciality trade in which competition by price (though it still counts) can 
be less important than competition by fashionable appeal, originality of design 
and construction, intelligent anticipation of consumer taste, and the finer 
shades of quality. This is a type of international market in which, though the 
competition is keen, Lancashire has not lost its leadership. It is, however, 
limited in size and subject to a peculiar degree of fluctuation as world economic 
conditions fluctuate. 

To forecast the probable course of the home trade is a different problem 
again. Here the estimates of future requirements made by the Cotton Board 
post-war committee still provide a useful starting point : 700 million lb. of 
spun yarn a year (about the same as before the war) and 2,300 million yards of 
cotton and rayon cloth (about roo million square yards more than before the 
war—allowance thus being made for an increase in the use of filament yarn). 
But these are comprehensive estimates, and if the total volume is unlikely to 
differ greatly from the pre-war volume, the distribution among different uses 
has changed and may well change again. Industrial users of cotton, who took 
before the war a smaller share than the “ civilian ” home trade, now take a 
larger share ; and since it has been found possible to deration cotton goods at a 
time when “ civilian ” consumption per head was not much over 60 per cent. 
of its pre-war level, it seems likely that the “ civilian ” consumer will continue 
to have a smaller share. 

The picture given in the accompanying table would be somewhat different, 
no doubt, if the true volume of home consumer demand were reflected in the 
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yarn deliveries. For various reasons, it is not. Until 1949 consumer demand 
was restrained by rationing, and even so its satisfaction was thwarted by price 
controls, designed to protect the consumer, but tending, in fact, to draw pro- 
duction away into lines of trade where more attractive margins offered. On 
the other hand, the full satisfaction of industrial demand was also hampered by 
artificial price and cost factors, and it seems certain that the limit of industrial 
demand has not vet been approached. These industrial cotton fabrics enter 
into a wide range of British exports, and their part in the export drive is vital. 
They represent, however, a trade which is influenced by other factors than 
those governing the direct —_— of finished cotton cloth as such. In this part 
of the trade, competitive ability is, or should be, the product of a simple 
equation between price an nd structural adequacy, and it may weil be that the 


| 
large production unit, making goods in very large quantities to a small ran; ge 
of standard specifications, and depending more on elaborate equipment than 
on craftsmanship and flexibility, is the best suited to success. The probable 
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nature of home “ civilian ’’ demand is not so easy to assess. The ordinary home 


ELIVERIES OF COTTON YARN TO PRINCIPAL 
(Tons) 
1935-37 1948 
Estimate: 3rd I 3rd 4th 
Quarterly Average Juarter Quarter 
To Government Departments a —- 4 », 276 6,116 6,463 
Indus trial Groups .. a - 31,000 25, 60,44 26,051 28,608 
Essential Home Services .. ae 7,000 y 6,091 5,893 6,610 
( ivilian Home Trade ; a 40,000 7,306 26,205 19,115 19,652 
Export Trade ne -s i 67,000 8. 28,06¢ 37,016 44, 440 


TOTAL “a ee 145,000 52,57¢ 93,085 94,791 105,773 


Source : Cotton Board. 


consumer has been released from rationing, but his release is so recent that it is 
hardly possible yet to tell in which directions his taste will assert itself. His 
taste is still, in any case, carefully blanketed by the maintenance of the utility 
scheme supported by purchase tax. If the consumer will agree to confine his 
taste to the utility range, well and good ; he gets a sound, serviceable fabric at 
a modest price, free of purchase tax. If he allows his glance to rove outside the 
utility range, the fiscal penalty is severe. Who, in the circumstances, will 
be fancy-free in his buying ? Only the foolish and the well-to-do. A well- 
informed critic, Mr. H. E. Wadsworth, in a paper to the Manchester Statistical 
Society last November, speculated on what the effects might be if the utility 
scheme were removed. There would be no general abandonment of utility: 


1 a lesson in serviceability. Manufacturers, I nelieve, will be 

The cotton industry to-day is smaller than before the war 

evere buyer’s market of the ’thirties is unlikely and it should 
ifacturers to resist demands for poor material. 


But while “ many utility cloths doubtless will continue to be made for many 
years to come ”’, there would be changes, and the changes would probably be in 
the direction of more variety, with sometimes a little skimping in quality to 
meet demands from the low income groups. The pattern of production would 
be modified to suit more exactly the pattern of demand, and a net increase in 
consumer satisfaction would result. At present both production and demand 
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are modified artificially by controls and by taxation, and what is the net 
result ? People are clothed, windows are curtained, furniture is covered ; it is 
difficult to say more. Would they be clothed, curtained and covered in the 
same way if the producer and the consumer were left to work it out for them- 
selves ? Probably not. At the upper end of the scale the consumer would 
pay more re adily for taste, style, originality, and the note of fashion if the cost 
of these things were not wildly exaggerated by purchase tax. At the lower end 
there would be consumers who would insist on something cheap to meet an 
immediate need, even if a standard had to be sacrificed. The trade would 
adapt itself, and would again get the advantage of a sensitive and changeable 
home market which reflected in little the needs of the exacting and changeable 
world consumer. 

It may be conceded that for a mass market of reasonable constancy the 
large vertical combine with homogeneous, up-to-date and highly capitalized 
plant is the most suitable producing organization. But, as we have seen, the 
size of the reasonably constant mass market on which (as things appear at 
present) the Lancashire trade can rely is severely limited, its geographical area 
is strictly confined, and there is little hard evidence to support any assumptions 
of rapidly expanding individual consumption. The remainder of the field is 
marked by uncertainties which do not support an unlimited expansion of 
capital commitments ; they argue rather that flexibility, adaptability, and 
sensitiveness to change may in the next ten years be the decisive qualities. 


Machines and Man-Power in Spinning 
By C. Henniker - Heaton 
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(Mr. Henniker-Heaton is Director of the Federation of Master Cotton Spinners’ 
Associations, but the views expressed below are not necessarily those of the Federation) 


HE Lancashire cotton spinning industry must be highly competitive in 

production costs. This applies equally to other sections of the cotton 

industry such as weaving, finishing and merchanting, but each section 
must do its share. We cannot rely entirely on quality, on design and on 
salesmanship in our overseas market, as the premium which these will fetch 
isnot unlimited. Nor can we expect that the home market should be pro- 
tected by tariff walls of a height which will cry aloud for retaliation. So far 
as the spinning section is concerned, the fact that the yarn cost represents only 
asmall part of the wholesale or retail cost of the finished article is no reason 
for neglecting any means by which the yarn cost can be reduced still further. 
Direct yarn exports, although very limited at present, will require a com- 
petitive price and will play an important marginal part in ensuring the well- 
being of the industry. 

Apart from the economic use of machines and man-power, there are a 
number of other factors upon which the competitive position of the industry 
depends. 

First, raw cotton must be provided at the lowest possible price and the 
right cotton directed with continuity to the right spinner. The dangers 
and difficulties of centralized purchase increase with a falling or glutted 
market. 
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Secondly, long runs are desirable, but the flexibility of a spinning mill, 
as regards variations of counts and twist, can be successfully exploited 
without affecting production seriously if the changes are not overdone. 
A failing-off in the staple or character of raw cotton, however, may involve 
the complete resetting of a whole range of machines and the production of 
thousands of pounds of faulty yarn into the bargain. 

Thirdly, fundamental and applied research must be dovetailed. This 
should be assured by the fact that the cotton industry has, at the Shirley 
Institute, one of the finest research organizations in the country; it is 
working closely with the makers of textile machinery who have greatly 
expanded their research facilities. There are aiso many improvements 
achieved by purely empirical but inspired experimentation by individual 
managers. 

Fourthly, there is the technical training of personnel aad the spread of 
practical “ know-how”. The training facilities are available, and if any 
criticism is justified, it is that not all managements give sufficient guidance 
and encouragement to their young men during the critical time when they 
have to slog at their studies while advancement seems to them to be slow 
in coming. As for the spreading of “ know-how ”, it is striking how the 
attitude of managements towards secrecy has changed. Highly technical 
data are now frequently divulged at conferences and in trade journals in a 
manner which would have been unthinkable ten or fifteen years agc. 

Fifthly, double or even treble shift working must be considered seriously. 
With the present availability of machines in place and a shortage of labour, 
shift werking is not an immediately practicable proposition, ‘because the 
shorter working hours involved would cause a drop in production. Employers 
envisage the not far distant time, however, when shift working may be 
highly desirable from an economic point of view. A sociological question 
will then arise ; and the voice of the Unions will play an important part. 

This leads us to consideration of the factor which will affect the cost of pro- 
duction more directly and decisively than any other during the next few years. 
it is the economic use of machinery and man-power. 

Che idea that Lancashire mills are filled with tottering machinery, installed 
between 50 and 100 years ago, has probably now been finally exploded in 
informed circles by the publication of the Cotton Board Red Book in July, 
1947. The Red Book stated categorically that “ existing plant has been well 
maintaimed and that reconditioning conforming to stated specitications has 
also been carried out to a large extent in all departments of mills. It is clear 
that generally the actual condition of the present machinery is good ” 

This must be read in conjt inction with an extract from the first report of 
sir Henry Tizard’s Committee on Industrial Productivity, published last 
month, which makes it clear that no major improvement in spinning machinery 
has been efiected in the past fifty years. Some may take this as a criticism, 
others will regard it as confirming that the principles of the treatment of 
cotten fibres had already reached a high stage of development at the time 
when the motor car and the radio were little more than gleams in the eyes of 
their inventors. Many refinements and improvements have indeed been 
introduced, but the majority of these could be applied to the framework of 
existing machines. 
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Should a basic alteration in machinery be produced which would lessen 
production costs by pence per lb., spinners would rush to adopt it. They 
would need no persuasion. In practice, however, the only refinements available 
to the industry are ones offering no more than a marginal effect on production 
costs ; this causes particular attention to be given to modernization of existing 
machinery. The importance of this is strikingly illustrated by the recent 
experience of a large combine. In some of its mills it had installed a two-zone 
high-drafting frame costing approximately £1,200. In another mill the 
management by persistent experimentation and alteration to roller-weighting 
produced a high-drafted roving on the existing frames which, after exhaustive 
tests, proved in every way equal to the roving produced on the new frame. 
The cost of the alterations was less than £50 per frame. To show the individual 
nature of such problems, it may be mentioned, however, that these inexpensive 
alterations were possible only in a fine spinning mill using good cotton and 
possessing well-maintained machinery. 

The following figures obtained from an unimpeachable source for sub- 
mission to the Government show the present cost of spinning a typical mule 
and ring yarn in an existing mill, and the cost of the same yarn if completely 
new machinery were installed. 


74s EGYPTIAN COMBED DOUBLING WEFT 


Cost at mills with new 





Present Cost machine ary (Rings) 
Ring Mill Mule Mill Si ngle Shift Doubl le Shift 
Wages aie = ae wis } f 7.9! 9.39 
Salaries ~ £8.58 23.58 1.54 1.89 
Expenses .. i 4-70 4.40 
Interest and Depreciation i 7.46 6.33 26.75 19.02 
Working Capital 1.90 1.96 1.90 1.96 
30. 76d. 32. 374d. 43.22d. 30. 72d. 


These figures, and especially the indicated savings in wages, salaries and 
expenses of the new mill, must perhaps be regarded by managements with 
some caution, as they are based on three assumptions: (a) that some of the 
more advanced forms of high-draft spinning will prove generally acceptable, 
(6) that the mill is well balanced on the counts for which it is set out, thus 
ensuring optimum savings in staff, (c) that restrictive practices do not operate 
(d) that cost of running repairs on the new machinery will be exceptionally low. 

It is possible, ne vertheless, to draw certain interesting snap deductions 
from this comparison : 

(1) Capital cost of new machinery is so high that immediate wholesale 
replacement of existing machinery is impracticable. 

(2) The saving in wages and expenses with new machinery is attractive 
wanes to demand ste -ady and planned replacement of machinery, starting at 
those processes where the best economic results can be shown, and modernizing 
the remaining processes where they are not already up to date. Lower running 
expenses will then help to reduce the costing towards the apparently low cost 
level of those firms which do not modernize and continue to cost their products 
with depreciation on a low and unrealistic basis. 

(3) Two- shift working shows a great advantage with new machinery. 
This advantage will be partly offset by increased wage costs owing to the 
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shorter hours worked on shifts ; in addition, repair costs will rise roughly in 
proportion to the increase in hours worked. 

To prime the pump for capital expenditure on re-equipment and moderniza- 
tion, it is necessary for the mill owner to be enabled to make a good start out 
of earnings. He will not put his neck into a noose by large-scale borrowing, 
Nor should he be called upon to do so, as borrowing for re-equipment purposes 
is what the President of the Federation of Master Cotton Spinners recently 
compared to a man mortgaging his house to repair his roof. ‘“‘And”’, he added 
dryly, “‘ we all know where that will lead him ”’ 

For priming purposes, the subsidy scheme initiated by the Government in 
January, 1947, has achieved only faltering success, but the doubling of initial 
depreciation allowances announced 1n last month’s Budget will provide assis- 
tance at the time it is most needed—even though it will afiord little or no 
relief in the long run. 

Consider, now, the economic use of man-power and the effect of the wage 

Wages usually represent one-fifth to one-quarter of all costs excluding 
per cent. of spinning machinery 


the price of raw cotton. Moreover, fully 20 
is standing idle for lack of hands to man it. The employer has therefore a 
two-fold incentive to make the best use of man-power. From the operatives 
point of view, moreover, since the long-term scale of the industry depends 
on its competitive power, the worker’s security of employment depends on 


the efficient use of labour. 

The textile industry fortunately does not suffer from any real extremes 
of restrictive practices. In the cotton industry, a number of far-sighted 
frade Unionists are working closely with the Cotton Board and the employers’ 
organizations in their efforts to secure acceptance of the principles of scientific 
work load assessment. Those Unionists who are showing opposition are doing 
so from a genuine, if mistaken, idea that work assessment may lead to exploita- 
tion of the operatives if the tide of prosperity should turn. 

There are really three problems in the proper use of man-power. First, it 
should be accepted that an operative should be paid a certain base rate plus 
an incentive bonus, which will vary according to his skill and application 
for doing a full week’s work. If the conditions are so varied by the introduc- 
tion of a machine improvement that he has time on his hands, or if poor quality 
material causes his work to be increased, his task should be reassessed. The 
existing system, whereby the operative is often paid on the basis of the number 
of machines or spindles minded and fixed by central agreement, should be 
totally abolished. The inequalities of this system were fully exposed by 
Mr. P. D. Vincent of the Shirley Institute in an interesting paper read toa 
Cotton Board Conference at St. Annes in March, 1949. If work load assess 
ment were adopted tn all mills with Union support (the employers have already 

changes would be introduced without full consultation and 

‘nions) considerable savings couid be effected in ring 

winding and, probably, in the card rooms of the 

Such eco eter, , together with as much short-proce ssing 

as quality considerations will permit, would quickly bring the productivity of 
Lancashire mills up to that found by the Platt Mission in the United States in 
1944. Much has be en done already. Nearly 70 mills have been redeployed 
and more are experimenting. Thre e-quarters of the mill owners in the areas 
where co-operation from the Unions is accorded are carrying on with the work. 
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The second problem is that of revising wage levels so as to wipe out the 
remaining anomalies between occupations in spinning mills. The existing 
negotiating machinery should be well able to deal with this task. 

The third problem is by far the most intractable. This is the question of 
the share of the savings which should be allotted to the workers concerned 
when a machine improvement is introduced. The solution of this problem is 
vital for all major industries, but it is perhaps of the greatest importance in 
the cotton industry, because a wrong policy will greatly delay the introduction 
of those marginal improvements and refinements which can reduce costs and 
mprove the competitive position of the Lancashire mills. The general American 
idea, and one which is beloved of some consultant firms, is that wages can be 
increased by an unspecified amount provided that a good total saving 7 
producti in costs is e flee cted by the introduction of some machine i aie me} 

The anomalies, abuses and future incentive to industrial strife which ‘ite 
attitude produces are legion. Suppose a machine improvement which affects 
50 per Ay of the workers is introduced in Engineering Factory A, but the 
improvement is not applicable to Engineering Factory B across the way which 
is engaged on another type of work. The operatives on the improved machine 
may receive a 15 per cent. increase in wages, although no extra skill may be 
involved. ‘The injustice to the remaining operatives in Factory A is obvious. 
Right, ony the consultants, let us spread the advantage and spread the increase 
giving 73 per cent. to all the workers in Factory A. What then of the operatives 
in Factory B across the way ? What if still another machine improvement is 
made in Factory A and the gap is still further widened ? 

If the Union is in a strong bargaining position, the wage increase which 
would be secured for work on the new machines might be so great as to take 
away much of the financial advantage of installing the new machinery; in 
that case, the installation may not take place. Another difficulty is th at the 
workers may become so highly paid that there will be an incentive to them to 
try to keep their preserve to themselves and not to admit or to train a sufficient 
number of new entrants. The general public also is the sufferer, because high 
prices are maintained and a small section of the community is receiving an 
unfair share of the cake. 

There is no solution to the problem by working on these lines. It may be 
a bitter pill to swallow and it may be said that it is the hard and thoughtless 
employer who is speaking, but the real answer lies in all parties realizing that 
the true reward to the operative of working on and accepting new machinery 
is that his wages will buy more and the whole competitive position of th 
country will be strengthened if the most modern machinery is introduced 
This principle must, however, apply in all industries, as it cannot be expected 
that the operatives in some industries will accept it while others are, in fact 
enjoying differential advantage. It should be pointed out that the sam: 
position arises both under free ent: rprise and in a nationalized industry. 

The opponents of this line of reasoning will say that the proposition is that 
wages once fixed should be permanently limited to that level. This is far frot 
being the case. If a new system becomes general, its actual result under com- 
petitive conditions will be to reduce prices and thus to raise the level of real 
wages. Apart from this, there is, of course, every reason for considering an 
increase ‘in m one tary wage levels to offset cha nges in cost of living caused by 
certain other factors with which we have no space to deal here. Such changes 














would, as previously mentioned, be attained by the usual process of central 
collective bargaining, industry by industry. 

The full understanding of these points, both by operatives and some of 
the Union leaders, will take time. It must be agreed that a controlled increase 
in monetary wages for an individual class of worker may sometimes be necessary 
to secure adoption of new machinery. But such differential increases must 
not get out of hand; they must not be allowed to produce the £14 or £15 
per week wage levels ‘such as are enjoyed by certain operatives in the hosiery 
industry, who are engaged on work no more skilled than is generally justified 
by an £8 per week wage level. The workers concerned hardly realize that this 
amounts to exploitation of the public, and indeed of their fellow workers 

These changes, however, involve great human problems for the individual, 
and there is no quick and easy way to solve them. The good employer, whether 
private or state, will consider how best the effects can be cushioned. Con- 
fidence, tact and endless patience are required on both sides. 

With a sound financial policy, which will not cause the consumption of 
industrial capital and will encourage mill owners to modernize, and with an 
enlightened understanding of the economic utilization of man-power, the 
cotton spinning industry in Lancashire can continue to supply the home market 
and the world with cotton goods at a competitive price. 


Bulk Buying or Liverpool Market? 


By T. W. Kent 


NE thing about the bulk buying of raw cotton is undisputed : at present 
its service to the Lancashire industt ry is very unsatisfactory. But this, 
of course, does not in itself make a case for restoring private trade. 
Chere are two other issues: What are the prospects of quickly improving the 
results from bulk buying ? And what would be the prospects of getting a free 
cotton market to work well in post-war trading conditions ? 
It is hard to give a confidently optimistic answer to either question. There 
is less reason than in other nationalized industries for passing off the present 
difficulties of the Raw Cotton Commission as teething troubles which will be 
overcome in time. When, at the beginning of 1948, the Commission began 
work as the sole importer of raw cotton to Great Britain, it was not starting 
from scratch as the National Coal Board, for example, had to do. The Liverpool 
cotton market was closed in 1941; the Commission took over the system of 
centralized buying established by the war-time Cotton Control. It is true that 
the changes in policy needed to adapt bulk buying to post-war conditions had 
been put off until the change-over, but what had to be done was a readjustment 
not a revolution as in coal. There was no necessary reason why the Com- 
mission should work much worse in 1948 than it could be expected to do later. 
The experience so far is, to say the least, disappointing. Undoubtedly most 
of those who thought eighteen months ago that bulk buying might go on 
working well—and they were a strong minority in Lancashire—are now either 
very doubtful or have openly changed their minds. 
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The Commission’s first decision was on the new price policy: that the 
charge to spinners for each variety of raw cotton would be based on the current 
replacement cost of that individual variety. This, or course, is the obvious 

and easy rule-of-thumb by which the Commission can be sure that it will 
never make either a large profit or a large loss for long, and that the balance 
must come out pretty even. It means that prices must be changed fairly 
frequently. The Commission has abandoned the hope of “ long-term’ ' stability 
held out by the Government on the basis of the Control’s experience in the 

culiar circumstances of war. During 1948 it changed its price for American 
cotton eight times, for the different varieties of Egyptian cotton from nine to 
twelve times. Bulk buying has ironed out only the short-term market fluctua- 
tions. And, since the Commission has generally followed the markets fairly 
closely, the range of its price changes has been hardly less than theirs. What 
the changes in the price paid by the Lancashire spinner have lost in frequency, 
compared with the minute-by-minute alterations of price on the market, they 
have gained in size. The industry has had to face overnight increases by the 
Commission of as much as 30 per cent. For one variety, Egyptian Karnak, 
the highest price so far has be en more than two-and-a-quarter times the lowest. 

This result has hardly saved the cotton industry from much of the uncer- 
tainty of price changes on a free market. The Commission has, so to speak, 
stopped the waves by becalming the water behind the dam—but then lets it 
through in occasional rushes. In normal circumstances, that is as much as 
centralized buying can achieve. 

Experience has still to show whether it can give the industry equal or 
better protection against the effects of price changes than used to be got by 
hedging on the Liverpool futures market. Admittedly, the spinner-—though 
not the merchant or manufacturer—has so far enjoyed a very full protection. 
The Commission inherited the Control’s “ cover’’ scheme, under which the 
spinner who has bought cotton ahead of his yarn orders gets the difference from 
the Commission if the price of cotton is afterwards rec luced ; if the price is 
raised he pays the Commission. The spinner who is “ short ”’ on his cotton 
pays the Commission when the price falls and is paid by it when the price 
rises. Unfortunately for the spinner, this scheme —workable when price 
changes were rare under the Control—cannot be maintained now. It depends 
upon weekly returns from the spinner of his transactions, and these returns 
may not always be posted before changes in prices are announced. Hence there 
is scope for abuse. Losing money on inaccurate returns, the Commission has 
been surprisingly slow to devise an alternative system of cover. It has still to 
show that bulk buying can give the industry satisfactory protection against 
the sudden price changes that it makes inevitable. The problem, moreover, is 
not only to avoid the technical defects of the present scheme. That applies 
only to the spinner ; so far the manufacturer and merchant have no protection 
at all. Before the war, of course, they could—and sometimes did—cover 
themselves by operating in futures. 

The consequence of bulk buying that has so far mattered most to the 
industry is the enormous shift in the relative prices of the different cottons. 
When the Commission took over, Egyptian Ashmouni was I per cent. cheaper 
than Peruvian Tanguis and 3 per cent. dearer than American middling ; these 
cottons are substitutes for some purposes. Within three months Ashmouni 
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was nearly twice as dear as American and over 50 per cent. dearer than Tanguis, 
Wide fluctuations—that of last August, for example, made Ashmouni 15 per 
cent. cheaper than Tangui e continued since. This is the result of basing 
prices on individual replacement costs—of following, that is to say, not 
‘world ”’ prices but the prices in the separate markets of the main growi 
countries. Liverpool was the one international market where all growths of 
cotton were traded. Lancashire’s is the one textile industry that uses on some 
scale virtually all the growths and grades of cotton. Much of its specialized 
trade is based on this—selling to the United States and Canada, for example, 
cloth from the Egyptian cotton that their own mills hardly use. The changes 
in relative prices have seriously disturbed Lancashire’s production and trade 
even while the demand for its goods is still strong. Spinners wished, of course, 
to moderate the difficulties by using, at the margin where it is technically 
possible, the cheaper cottons in place of those that have become very dear. 
[hough it is by no means necessarily its own fault, the Commission has not 
enough of the relatively cheap varieties—American ‘especiz illy—for this to be 
possible on any scale. At the prices charged there has been an unsatisfied 
demand for American cotton and a reluctant buying of some other cotton, 
On a free market, of course, the price of American would have been bid up 
ind the price of Egyptian would not “sortie risen so far. There would not have 
ip in prices. The Commission might have been expected to 
hing near market principles, charging more than replacement 
in strong demand and less for the others. What it has 
losses is always to get, over the whole range of its sales, something 
st of an equivalent volume of current purchases. To charge the 
for each individual variety is only one way—the adminis- 
vav—of applying this principle. The Commission seems to 
‘onfidence for a more flexible, and somewhat more risky, policy. 
see that by rule-of-thumb it can meet the needs of an industry 
nding on specialized products for most of its export trade 
Apart from this, the extreme movement of relative prices has also made it 
impossible for the Commission to know what quantities of various cottons the 
nills would want. Its buying programmes have been based on what the 
spinners had used before, with a few modifications by guess-work. The results 
ve very far from the spinners’ actual needs when prices are changing so much. 
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The only way for the Commission to make reliable estimates of future demand 
is, of course, to sell cotton on forward contracts instead of only for immediate 
delivery. So far it has refused to offer forward sales, on the ground that the 
difficulties of supply prevent it from being sure of honouring the contracts. It 
is obviously true that there would have to be escape clauses, but a flexible 
contract would still give the Commission some guide to spinners’ demands, 
some basis for an intelligent buying programme. It now hopes to introduce 
forward selling soon, though the supply position has hardly improved lately. 
The spinner who has suffered most from inability to buy forward is, of 
course, the producer of speciality yarns for which only one or two out of 
thousands of samples of cotton are suitable. It is also the specialist who has 
most noticed the undoubted tinge, to say the least, of bureaucracy in the 
Commission’s handling of its customers. In part this comes from a remediable 
clumsiness in organization. Until a few months ago the same officials were 
re sponsible for buying and selling, so that a spinner’s complaint was answered 
by the buyer and naturally got scant attention. There are now two separate 
departments, and it is planned to send salesmen out to the mills and generally 
to establish something more like a commercial organization. But this sort of 
icture cannot achieve much unless the Commission’s staff is 


1 


reform of the stri 

also strengthened. From the start, of course, recruitment was hampered by 
political feeling. And in its first year the Commission has neither won nor 
shown much confidence. There seems now to be too much doubt, or wishful 
thinking, about its chances of survival for many experienced men to be 
uttracted, at any rate until after the General Election. 

Where inadequacy of staff has probably hampered the Commission most 
is in its buying operations. It is only for a few crops—the Sudanese is the 
chief—that bulk buying in the strict sense, by contract with a bulk seller, is 
still — Here the cotton may well have been bought cheaper than it 
could have been “ private traders. But for most growths the Commission 
must operate in the markets, though in some cases it works by rather remote 
control ; it buys patna cotton, for example, on the offers of brokers acting 
as the agents of shippers 

There is considerable evidence of lack of skill in the market buying. Its 
shortage of American cotton seems to have made the Commission too anxious 
to get as much as possible for its limited supply of dollars, buying mainly the 
cheaper grades and buying them on description with no account taken of the 
individual character of the cotton. American cotton supplies would probably 
have been considerably less inadequate to the needs of Lancashire mills if the 
quanti ty had been rather smaller and the quality better. Much of the Com- 
mission’s Egyptian cotton has also been of poor quality. And, on the timing 
of purchases, the Ale xandria market is particularly one where it would be 

surprising if centralized decisions came out as well as the average of private 
traders’ operations. They might well have bought rather less considerably 
more cheaply. 

Whatever the truth about price and quality, certainly there has been lost 
under bulk buying the individual attention that the spinner got from the 
private broker. Much of this, no doubt, was window-dressing, but often the 
mill with specialized needs was served by brokers knowing exactly what cotton 
it wanted and anxious to get just that. No doubt it is possible, but it is 
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highly unlikely, that when supplies are easier a large monopoly organization 
will give as much attention as the small private trader did to the demands for 
trifling quantities of closely-specified cottons for mills making specialized 
products. 

The shortcomings of the Commission so far are certainly formidable. The, 
are not, of course, the only—and perhaps not the major—reason for the 
difficulties Lancashire mills are having with their raw cotton. Plainly, the 
Commission is having to work in difficult trading conditions ; American cotton 
would be in short supply however perfect its policies. On the other hand, the 
mistakes and inefficiencies will have much more serious consequences as the 
seller’s market for textiles finally ends. And the newness of the Commission 
itself is not, in view of the quite long experience of bulk buying, sufficient 
excuse for the shortcomings. Some are being put right, but what of the new 
ones that may appear as circumstances change again ? 

Unfortunately, the rigidities of international trade nowadays make it 
certain that, if the Liverpool market were restored now, it could not work as 
well as it did before the war—and it must be admitted that it did not work 
perfectly then. Purchases of American cotton are almost entirely dependent 
on the quarterly procurement authorizations issued by E.C.A. The quantity 
of Brazilian cotton Britain may buy is fixed annually by the bilateral trade 
treaty between the two Governments. The Indian Government has prohibited 
exports of the longer-stapled cottons that Lancashire chiefly uses. And so on. 
If the Liverpool market were re-opened it would be a very imperfect market ; 
the merchants would be fenced around by tight exchange control regulations. 
And after eight years’ inactivity the mere mechanics of getting the market 
going again would be far from easy. Certainly it is questionable whether the 
results would quickly be better, on balance, than the Commission's ; for a 
short time they could easily be worse. 

But the point is not only that the Commission’s present shortcomings are 
great ; the chances of its serving the cotton industry adequately even in the 
easiest of circumstances seem small. Can a way of restoring the market as 
smoothly as possible be worked out now? A transition period, with Com- 
mission and private traders working side by side, would probably be necessary 
in any case. Is not the first step, which could be taken immediately, at least 
to stop the Commission’s monopoly for those cottons—such as Egyptian— 
which can be bought and imported fairly freely ? 
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Argentina's Post - war Experiments 


The first of these two special survevs cnalysed the activities of *‘ LAPI”’, the Argentin 
state-irading monopoly which has been used to exploit prima ry producers in the hope of 
promolliy GOoneesit industry y—under a fiie-vear plan which largely explains Argentina's 
extortionist and tvuculent atiilude in overseas trade veg tlations. 

This avticle shot how the banking svstem has been dragooned for the same purposs 
the whole sevtes of experiments has done such grave damage to Argentina’s economy and 
to her goodwill oversea: that there is now soi hope of a less unreasonable attitude in futeur 
negotrat OF} KD. 


[{—Control of Banking and Finance 


By N. A. D. Macrae 


N March 25, 1946, the Central Bank of Argentina was completely 

nationalized—those of its shares still held by the commercial banks and 

by private investors being bought up (in a confiscatory manner) at par. 
This step was the immediate prelude to the establishment of a system of con- 
trolled credit without known parallel in international banking history. As a 
main feature of this reform, the commercial banks, including the foreign 
banks, were reduced to the status of so-called “ agents’, able thenceforth to 
accept deposits only on behalf of the Banco Central and entirely dependent on 
rediscounts by that institution before they could advance credit or make nev 
loans. This article is devoted to a study of the origins and implications of 
this system and of the effects which it has had on internal investment in 
Argentina during the last three years. 

Before 1946, the banking structure of the Republic served as a model for 
Latin America and indeed for export economies throughout the world. Private 
banking was in the hands of some ten or eleven foreign houses (including the 
giant Bank of London and South America) and a roughly equivalent number 
of important national concerns. In addition there was one Provincial Bank 
(part privately owned and part publicly) in each of the sixteen Provinces 
of the country, and there were three State-controlled Banks (the Banco de la 
Nacion, the National Mortgage Bank and the Industrial Credit Bank) in 
Buenos Aires itself. Over this brood, like a respected mother hen, stood the 
Banco Central, whose Constitution was sketched out by Sir Otto Niemeyer in 
1935, and whose enviable reputation was largely due to the wise management, 
from 1925 to 1943, of Dr. Raoul 1 eciaiatl. 

Prebisch maintained, from early days, a quiet but effective system of 
quantitative credit control. Such control is very necessary in a country such 
is Argentina, where the volume of internal purchasing power varics widely 
from year to year as a result of fluctuations in export prices and crops. After 
1939, however, it became obvious that Prebisch’s normal technique of open 
market operations was inadequate to mop up the excess quantities of liquid 


lunds which the war-time export surplus and capital inflow were gencrating 
within the country. Tools to deal with this menace could easily have been 
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forged (as experience in other parts of Latin America has shown), but Prebisch 
and his successor preferred to fall back upon a system of voluntary limitation 
of bank credits and advances. From 1940 onwards the Central Bank sent out 
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official memoranda to the commercial banks asking them to “ go slow” in 
the granting of new credits and, in the later stages, even to stop additional 
credit creation altogether, although deposits rose. These memoranda were 
obeyed with scrupulous good sense. 

When the Peronistas came to power, however, it was decided that this 
established system of voluntary management was harmful to the Administra- 
tion’s prestige. Seftor Miranda believed it to be undignified to ask, whisper 
and exercise quiet control. It is so much more fitting for an important states- 
man to order, instruct and expound. This belief may well have provided the 
original reason for the 1946 Banking Law. Instead of the commercial banks 
organizing their credit policy along the lines suggested by the Central Bank in 
private, they were now to organize it along exactly the same lines laid down by 
Government decree. At the beginning, it seems, there was not much more in 
it than that. 

Once the Banking Laws were promulgated, however, it became obvious 
that they could serve two other objects as well. First, they could be wielded 
as a weapon against the foreign controlled banks, whose preponderance in the 
economic field was hurtful to nationalist pride (this, of course, is a familiar and 
understandable point). Secondly, they could be used to guide some part of 
Argentina’s limited stock of investible funds away from agriculture and other 

stablished industries towards the ambitious new manufacturing projects 
nsored in the Five Year Plan. 

h is the background against which the new banking system needs to be 
viewed. The main feature of the system is that all deposits made with the 
commercial banks must be transferred by them direct to the coffers of the 
3anco Central. The Banco Central, in its turn, foots the bill for interest due 
remits the necessary till money to the commercial banks, and 
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remunerates them for the agency work done. 

There is little that needs to be said about the first two of these Central 
Bank functions. Interest paid on Savings Accounts is at present at the rate of 
2 per cent., and that on the dwindling number of fixed term accounts Is at 
between 1 and 1} per cent. These rates are evidently not high enough to 
stimulate savings in liquid form or exercise any mpc igre A effect. The 
qui y of till money remitted to each commercial bank is decided by the 

sanking Inspectorate and bears no relation to the volume of deposits trans- 
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mitted by that bank. The criterion in each case is not performance but 
need—with the result that the total of commercial bank till money plus the 
Central Bank’s idle reserves is no higher than the idle reserve held by the 
banking system before the war. 

The third obligation of the Central Bank, under the new order, is that of 
remunerating the commercial banks for their agency work by defraying part 
of their overhead and salary expenses. Here again remuneration is in accord- 
ance with need and not with the volume of deposits transmitted. This principle, 
of course, provides in effect a disguised subsidy to less efficient institutions at 
the expense of their better organized and larger competitors. Entities such 
as the Bank of London and South America, which handle many of the big 
accounts in the country, have long had a lower ratio of working expenses 
to deposits than struggling smaller concerns. Under a competitive system 
they were there fore able to make larger profits. Under the present set-up, 
lower overhead costs lead to lower remuneration from the Central Bank ; 
hence inefficiency and high-cost working are directly encouraged. 

The oddest effects of this novel system arise in the mechanics of bank 
lending. Since all deposits are now held at the Central Bank, the commercial 
banks have no resources from which to finance advances to their customers, 
except to the limited extent to which they can operate with their own capital 
and reserves. To carry on business at all, therefore, they must rediscount with 
the Banco Central, but the special peculiarity of the system is that they are 
compelled thus to rediscount each loan separately, and at a discount rate 
varying according to the type of security. The range of rates is from 3 to 34 
percent. This extraordinary rediscount system is the lynch-pin of the whole 
tedit structure under the new dispensation. It merits close attention. 

It will be scen at once that there are ~~ e ways in which the Banco Central 
can use the rediscount system to influence the distribution of investible funds 

within the national economy : 

(1) It can exercise positive control by lowering the discount rate 
charged against certain favoured types of loan. 

(2) It can exercise negative control by raising rates or by refusing 
outright to grant rediscount facilities for paper arising from certain lines 
of business (or even from certain individual firms). 

(3) [t can exercise both positive and negative control by imposing a 
limit upon the level of rediscounts to be made for each commercial bank, 
hereafter allowing them to stray beyond this limit only if they will direct 
heir extra lending towards favoured branches of the economy. 
the first two of icin weapons have so far been scarcely used. It is true that 
the rate of interest charged on long-term industrial loans has been kept down 
(usually by quite other means than the rediscount rate). It is also true that 
some of the smaller banks have been quick to learn that they are likely to 
obtain favoured treatment if they “ lend the right way”. In general, however, 
relations between the older banks and their established customers have not been 
materially affected. It is chiefly upon the third of these weapons that the 
Banco Central has relied. 

Immediately after the promulgation of the new laws, each commercial 
bank was warned that it must henceforth obtain special permission before 
making any loan which would expand its portfolio beyond the level reached in 
November, 1945. The intention was apparently to impose some sort of credit 
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stop. The table below shows plainly how greatly the limits have been exceeded - 
but it does not show the qualitative effects of these excesses. 
VOLUME OF COMMERCIAL BANK CREDIT 
(Million pesos) 
To To Official Business and 
Date Total Government Entities Individual 
End 1945 .. ; 6,188 2,465 400 3,314 
End 1940 .. ; an 5,440 2,958 1,461 4,022 
End 1947 .. ot i 13,862 3,162 4,294 6,406 
July 1948 .. ae ee 17,667 3,160 7,077 7,431 


Credit inflation has gone forward unchecked—but not undirected. Virtu- 
ally all requests for permission to expand loans have been granted—provided 
the new loans have been canalized towards official entities or long-term in- 
dustrial projects. Some banks seem to have been more willing to jump on 
this rickety band-wagon than others. Figures given in the Statistical Bulletin 
of the Central Bank suggest that the total assets of the Industrial Credit Bank 
(which specializes in long-term loans to manufacturing interests) increased 
from 54 million pesos in April, 1946, to 4,274 million in July, 1948. Over the 
same period, the total assets of the Banco de la Nacion apparently increased by 
210 per cent., those of the Provincial Bank of Buenos Aires by 250 per cent., 
of the Banco Espanol del Rio de la Plata (the largest private Argentinian bank) 
by 240 per cent., and of the Bank of London and South America by less than 
70 per cent. It is quite obvious through which channels, as well as in which 
direction, the main body of investible funds has been flowing during these last 
three years. 

One last point remains to be discussed—a point of general interest to 
coinmercial concerns operating in Argentina. Foreign banks in Latin America 
have long derived a substantial proportion of their profits from the handling of 
commission business and from dealings in foreign exchange. The first of these 
functions has not been seriously affected by the new system, but the second 
has been most grievously impaired. The virtual monopoly held by the I.A.P.1. 
in the field of fore ign trade means that the responsibility of allocating exchange 
business between the banks now devolves upon the Argentine State. The 
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Peronistas have used this monopoly to direct business towards local houses, 
instead of sharing it out on the basis of past performance or competitive 
eficiency. This action is typical, and it deserves special comment here. It 
js natural—or at least inevitable—that developing countries should feel in- 
clined to grant some subsidy towards youthful domestic concerns which are 
competing with established foreign giants. But it is essential, if business is to 
move forward on an even keel, that these subsidies should always be open, 
direct and clear for all to see. The present policy of the Argentinian Govern- 
ment of professing impartiality—and then throwing darts into the foreigners’ 
side as chance opportunity occurs—seems calculated to impart the least 
possible incentive to national efficiency and the greatest possible damage to 
national prosperity and prestige. 
* 

The effects of the whole unhappy experiment—in manipulation of external 
trade and in dragooni:.g of export industries as well as in the sphere of finance— 
can be briefly stated. At the end of 1945, the standard of living in Argentina 
was higher than at any time in history—yet vast surpluses of wheat, meat, 
linseed and wool still lay unmarketed in the land. If the Government had 
pressed forward with the disposal of these and with the e xpansion of Argentina’s 
traditional—and much needed—export production, it could have laid up 
for the country a huge reserve of foreign exchange. This reserve could have 
been tapped for investment purposes later, if and when the terms of trade 
turned against the agriculturist as the reconstruction boom began to fade. 

Official time preference dictated otherwise. Rapid industrialization was 
the order of the day and, to this end, agricultural production was retarded, 
external assets squandered, international goodwill jeopardized, a model com- 
mercial and financial structure torn down, the labour market largely spoiled 
through mounting inflation and extravagant employment laws. After three 
years ‘of demolition, the gold reserve has fallen by two-thirds, the cost of living 
has risen by one half and the targets set forth in the Five Year Plan have no 
conceivable prospect of achievement. The ecoromic analyst might well be 
excused for ending any survey ~ expounding on the pity of it all. 

In the longer term, however, there is room for optimism yet. Argentina’s 
productive potential is still enormous, the commercial classes who made the 
country great are still there, the superstructure of the old system is demolished, 
but the foundations remain. Above all, the world’s need for Argentina’s pre- 
war produce (and the world’s need for a wealthy Argentine market) has never 
been greater and this is a phenomenon which is likely to endure. One crucial 
fact of intern itional trade should always be remembered by the planners in 
Buenos Aires, as they look {forward to the dollar-hungry nineteen-fifties—the 
fact that the sterling area, Western Europe and pre-war Argentina still form 
(on paper) a well-balanced, autarchic bloc. If only the old pattern of commerce 
and confidence were now restored, Argentina could have a second chance. 
The pressure of her own dollar shortage on the one hand and, on the other, the 
desperate measures to which her tactics in the meat bargaining have driven 
her best customer, show how urgently it is needed. Perhaps the incipient 
changes in policy noticeable since Sefior Miranda’s departure are. signs of 
growing recognition that truculence and attempted extortionism in inter- 
national trade do not pay dividends—not even in terms of domestic 
industrialization. . 
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may Minimize Loss 
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cases of extensive war damage or re-location of population or industry, or 
replacement of open space. Such an order may be also obtained for the purpose 
of dealing satisfactorily with conditions of ‘‘ bad lay-out” or “ obsolete 
development ’’, or for any other purpose specified in the plan. In particular, 
the development plan may also :— 

(a) Define the sites of proposed roads, public and other buildings and 
works, airfields, parks, pleasure grounds, nature reserves and other open 
spaces ; 

(b) Allocate areas of land for use for agricultural, residential, industrial 
or other purposes of any class specified in the plan ; 

(c) Designate, as land subject to compulsory acquisition by any Minister, 
local authority or statutory undertakers, any land allocated by the plan 
for the purpose of any of their functions. 

Under these provisions, it will be seen, the scope for compulsory purchase is 
very wide indeed. 

Moreover, under the 1947 Act, every planning authority is required to 
submit to the Minister before July 1, 1951, such a development plan. The plan 
must indicate the manner in which it proposes that the land should be used, 
and the stages by which any proposed development is to be carried out. This 
process must be repeated every five years, when the authority must submit any 
alteration or addition to the plan which it considers to have become necessary 
in the meantime. In substance, therefore, every area will shortly be made 
subject to a development plan, and there will be automatically a quinquennial 
review of each plan. The proposals as to user of the various parts of the land 
will be more definite, though they will still be liable to alteration and revision 
quinquennially. 

The significant feature is that more extensive areas of land in the plan may 
be made st ibject to compulsory purchase, and for a greater variety of purposes, 
than under Section 1 of the 1944 Act. One small crumb of comfort may, 
however, be found in proviso (a) of Section 5 (4) of the 1947 Act. The Minister 
is prohibited from approving any plan designating land as subject to com- 
pulsory cnane if it appears to him that the acquisition is not likely to take 
place within ten years from the date of approval or, in the case of agricultural 
land, within seven years. Further, under proviso (0), the Minister may not, 
except with the consent of all parties interested, designate as subject to com- 
pulsory purchase any land not so designated in the plan. 

The Minister’s powers of approval of the plan appear to be greater than 
they were under Section 1 of the 1944 Act. Under that section, he was re- 
quired to be “‘ satisfied’ of certain matters, whereas under Section 5 (4) of 
the 1947 Act, there is no such requirement. The only limitations are those 
contained in provisos (a) and (2b) noted above, where the requirement is that it 
shall “‘ appear to him ’’, not that he shall “‘ satisfy ” himself that the conditions 
obtain. It is clear, therefore, that the Minister in such a case would be acting 
ina purely administrative capacity. Indeed, he was held by the House of 
Lords (in the case of Franklin v. The Minister, 1947, 2 A.E.R. 289) to be 
acting in such a capacity, under the New Towns Act of 1946, even though that 
Act (by Section 1) required him to be “ satisfied ” that it was expedient in the 
national interest that any area of land should be developed as a new town, 
before he made an order designating any area as the site of a proposed new 
town. 
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In his judgment in that case, Lord Thankerton said (ib. at pp. 295-96) :— 

The [Minister’s} duties are purely administrative, but the Act prescribes 
certain methods of, or steps in, the discharge of that duty. He was required to 
satisfy himself that it was a sound scheme before he took the serious step of issuing 
» draft order. It seems clear also that the purpose of inviting opjections, and, when 


y are not withdrawn, ot having a public inquiry . .. was for the further informa- 
tion of the respondent, in order to [?secure] the final consideration of the soundness 
of the scheme of the designation. ... [ am of opinion that no judicial duty is laid 


the respondent in the discharge of these statutory duties and that the only 
uestion is whether he has complicd with the statutory directions to appoint a 


erson to hold a sm inquiry and to consider that person’s report .. . no suggestion 
s made that the public inquiry was not rg rly conducted, nor is there any criticism 
if ae report. fn such a case, the only ground of challenge must be cither that 


pondent did not in fact cons sider the re epi rt and the objections, of which there 
is no evidence, or that his mind was so foreclosed that he gave no genuine consideration 
to them. 


the res} 


it is evident from this decision, which applies equally to decisions of the 
Minister under Section 1 of the 1944 Act, and with greater force to decisions 
under Section 5 of the 1947 Act, that it will be a hopeless task to seek to avoid 
the decision of the Minister, once he has made the order 

The time to dissuade him is before he has made the order ; for this purpose 
it is necessary to bring before the Inspe ctor at the Inquiry relevant evidence 
such as is likely to affect his mind in favour of the objection. This seems to 
be stating the obvious. But experience has shown that the majority of ob- 
jectors urge matters—sometimes at great length—which have not the slightest 
relevance to the issues the Minister has to determine. 

In this context, indeed, there is a case which well repays careful study 
(Robinson v. The Minister, 1947, 1 A.E.R. 851), for it gives an indication of the 
nature of the questions to be considered by the Minister. This decision was 
given under Section 1 (1) of the 1944 Act, but it certainly has a distinct bearing 
on the issues which are raised when the question is being considered whether 
an objector’s land should be included in an area of comprehensive development 
within paragraph (c) of Section 5 (2) of the 1947 Act. 

In his judgment in this case, Lord Greene said (1947, 1 A.E.R., at pp. 
$56-57) :-— 

The order of the Minister under s. 5 (1) of the 1944 Act is in no respect an order 
approving or confirming any proposals of the . . . authority as to fresh lay-out or 
development. The approval or confirmation of such proposals is not in any sense 
the issue submitted to him. Whether he approves or disapprov es of any such proposals 
in whole or in part, he may still make an order, since the only thing of which this 

ubsection requires him to be satisfied is the requisiteness of laying out afresh and 
ner veloping as a whole an area of war-damaged land (with or without contiguous 
r adjacent land) for the purpose of dealing satisfactorily with extensive war damage. 

. Under the Act (of 1944) the Minister has effective control of the form which the 
lay-out and redevelopment ultimately is to take since at a later stage he can (e.g.) 
refuse to give authority for compulsory purchase (as to which see s. 31) and can 
withhold money grants under s. 5, but at this stage all he is concerned with is the 
making of what I have roughly described as a standstill order declaring the land to be 
subject to compulsory purchase. It is true that by s. 1 (6) the planning authority 
must indicate the manner in which it intends to lay out the land and the manner 
in which it is intended that it shall be used, but this indication is not for the purpose 
of obtaining his approval of those intentions. ... The fact that a practical proposal 
if put before the Minister will clearly help him in his deliberations even though it 
may not be the proposal finally adopted. 
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Furthermore :— 


The words “ requisite '’ and “ satisfactorily ’’ clearly indicate that the question 
is one of opinion and policy, matters which are secaiiedly for the Minister himself to 
decide. No objective test is possible. ... The object of such an inquiry can only be 
to elucidate matters upon which he desires to be informed. Nothing that is said or 
done at it can bind his discretion although it may have some bearing « on the question 
of bona fides. In exercising his discretion he cannot be confined to the evidence 
given at the inquiry... . He may have and is entitled to have present to his mind 
his owm views as to general policy as well as material acquired in a purely executive 
capacity, such as reports and opinions obtained from sources within or outside the 
Ministry. 


Avain, speaking of redevelopment asa whole, Lord Greene said (at pp. 858-59) :— 


These words could not in my opinion mean that an existing building which it 
is not intended to touch would have to be excluded. ... It is not the redevelopment 
of the whole area, but the vedevelopiment of the avea as a whole, which is contem- 
plated. An existing building may well be worked into a fresh lay-out of the area as 


a whole. Indeed there are provisions . . . which contemplate that an undamaged 
butiding may be included in an area subjected to an order under subs. (1) (see e.g. 
the opening words of the proviso to subs. (4) ).... Again I cannot accept the pro- 
position that a change of user provided for under a scheme cannot amount to a 
fresh lay-out or redevelopment. ... I must not be taken to agree... that the 


veconsivuction of a destvoyed building in its original form cannot form part of a fresh 
lay-out and redevelopment as a whole of an area of extensive war damage. 


Now when an authority is putting forward a “ development plan ”’, the type 
of case that it is likely to advance in support is that the plan will remedy a 
number of evils. Among such major evils one may expect to find :- 
(a) Depressed housing, with its antiquated and perhaps slum » dwellings 
and its overcrowding ; 
(6) Bad lay-out, with dwelling houses and business and industrial 
premises all jumbled together ; 
(c) Traffic congestion owing to narrow and winding streets, with too 
many offshoots such as side streets and the like ; 
(d) Inadequacy and bad distribution of open spaces. 
Usually the area will have suffered extensive war damage, so that there will 
be a number of vacant and undeveloped sites, with the result, it will be sug- 
gested, that the opportunity should be taken of tidying up the area in an 
orderly and well-planned fashion. The proposals will be aimed at reducing 
the population of the area, segregating the housing from the business and 
industrial areas, providing open spaces at due intervals, widening and making 
new roads. Such proposals, no doubt, would have the effect of evicting persons 
from their houses and business premises. Section 30 of the 1944 Act, however, 
which is not repealed by the 1947 Act (see Section 44 of the 1947 Act) imposes 
on the authority a duty to secure the provision of alternative residential 
(though not business) accommodation in advance of the displacements taking 
place from time to time ; ex gratia payments are authorised to be made towards 
removal expenses and, in the case of a business, towards loss by reason of 
disturbance. 
The object of the authority in obtaining an order declaring an area subject 
tocompulsory purchase and in acquiring the land therein will be to secure one 
entire estate in its own control and to avoid a multiplicity of titles which 
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obviously would hamper development. The authority, having acquired the 
land, may decide not to retain it itself when the redevelopment takes place, 
it should be noted, however, that unless there are very exceptional circum- 
stances, the authority may not sell the freehold or grant leases of more than 
99 years; for these purposes, moreover, the consent of the Minister will be 
essential (see Section Ig (5) of the 1944 Act, which is applied by Section 44 
of the 1947 Act). 

It is important for objectors to a proposed development plan to acquaint 
themselves with the powers of the authority and of the Minister in relation 
thereto, to ascertain the object of the proposals, and to recognize the issues the 
Minister has to determine. From what has been said, it will be apparent that 
it is quite useless to urge that one’s own property should be excluded on the 
ground that the proposed lay-out or redevelopment is not satisfactory and that 
some alternative scheme should be adopted ; or that one’s particular property 
consists of a modern and well-bi at buil ling, which will not be interfered with 
by the proposed scheme ; nor, it ms, would it be of much avail—since the 
passing of the 1947 Act—to urge that alternative powers may be exercised by 
the authority under some other statute, e.g. under the Housing Act, 1936, with 


regard to clearance areas. ; 

As the authority will almost invariably make out at least a prima facie cas 
for putting its powers into motion, because of extensive war damage, bad lay- 
out, obsolete development and the like, the objector will stand little chance of 
having his property excluded from the plan, particularly where it would be 
nerely a small pocket in an area which otherwise would be covered by the 
lan. The only hope of exclusion would be where the property lies on th 
extreme fringe of the area, and where it could be shown that its exclusion would 


not afiect the operation of the plan in the least degree. 

Another type of objection which may be taken in a proper case is that the 
authority already owns practically all the land in the area of its proposed 
development plan, so that the objector’s property should not, so to speak, be 

frozen ’’ since the authority, if and when it actually requires 


the property, could then acquire it compulsorily under other statutory powers 


Another general line of objection might be based on the limitation of time 
imposed by Section 5 (4) (a) of the 1947 Act; it may be urged, in a proper case 


of development of the land within the ten-year limit are 
very remote and that accordingly the plan or some portion of it should not be 





)T 1 T¢ t reaso 

Ag while it will be practically impossible to exclude isolated pockets of 
land from the plan, it may be possible to exclude and lop off, as it were, an 
entire chunk of land. There must be some li nits to the area which can be 
properly covered by a particular scheme. To take an instance, if there were 
extensive war dam: in Stepney, it would not be justifiable to rope into the 
plan a continuous area of land stretching from Stepney to Edgware. There 
must be a point at which the plan can be conveni ntly rounded off and isolated 


her land adjoining. Where to make the cut may be difficult to deter- 
mine, but the objector’s contentions should be aimed at limiting in this way 
the particular area to be covered by the plan—provided, of course, that his 
1 land lies in that part of the area which it is suggested should be excluded. 
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International Banking Review* 


Australia 


HE Government has revealed that, in an effort to prevent over-rapid 

industrial expansion which might have the effect of generating inflationary 

stresses, it is screening all proposals involving the transfer of British and 
other industries to Australia. It has admitted that a number of proposals 
involving large capital transfers from Britain to the Commonwealth have 
already been turned down. 

A special investigation has revealed that the steps taken in conjunction 
with the British authorities and the Governments of European states to prevent 
the loss of dollar earnings to Australia as a result of transhipments of Australian 
wool by European operators had largely failed. New measures are now being 
considered. 

The Commonwealth’s latest conversion operation on the London market 
involving the issue of a £15 millions 3 per cent. registered stock, 1975-77, was 
a success, the offer having been subscribed in full. The issue is in part con- 
version of {19.5 millions of 3? per cent. stock, 1948-53. The £4.5 millions 
balance of this issue is being redeemed with the aid of funds drawn from 
Australia’s sterling balances in London. 


Belgium 

The Belgian Government has reimposed the import licensing system in 
respect of 49 tariff headings. The step has been taken partly to assist measures 
toremedy unemployment in consumer goods industries and partly to strengthen 
Belgium’s bargaining power in trade pact negotiations. The relative inactivity 
in Belgian light industries during the past year is held to be partly attributable 
to the failure of other nations to purchase less essential Belgian exports on the 
scale provided for in their bilateral agreements. It is thought that the ex 
tension of import licensing may overcome this difficulty. 


Brazil 


The President’s annual message to Congress showed that Brazil had :; 
favourable balance of payments on visible account of Cr. $712 millions last yea: 
compared with a deficit of Cr. $1,610 millions in ih The surplus for the yea: 
was made possible by import restrictions, the full effect of which was felt only 
in the second half of the year. With the United States there was an advers 
balance of Cr.$1,489 millions, but transactions with European countries wer 
favourable to Brazil to the amount of Cr.$1,283 millions. 

The President declared that the recent rising trend of the note issue wa: 
due to the increased volume of production and did not indicate any change in 
the Government’s anti-inflationary policy. 

The continuation of the General Lice! Ising System for imports and exports 
and banking reform are due to be considered at an early date in the present 
session of Congress 








* Other current international banking news is discussed in ‘‘A Banker’s Diery ”, on pages 77-82. 
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Egypt 

A new agreement with the United Kingdom covering Egypt’s use of sterling 
balances in 1949 provides for the immediate release of {12 millions from the 
blocked account and such subsequent releases, up to a total amount of {18 
millions, as may be needed to maintain the working balance on the No, 1 
Account at {45 millions. Egypt is free to convert {5 millions of sterling into 
dollars through the United Kingdom dollar pool during the year. The British 
authorities have also undertaken to facilitate the supply of petroleum products 
to Egypt to a total value of £5 millions against payment in sterling and to 
extend facilities to the Anglo-Egyptian Oilfields and Shell Companies to enable 
them to pay sterling for essential dollar equipment imported into Egypt. On 
the assumption that open general licences are maintained by Egypt and that 
demand for U.K. goods over the whole export range is maintained, Britain has 

greed that her e xports to Egypt should total £47 millions c.1.f. this year. 

The Budget estimates for 1949-50 provide for expenditure of {E 164 millions 
and revenue of {E 147 millions. The deficit is to be covered from State reserves 
and from the Palestine loans. During the Budget debate the Finance Minister 
announced the Government’s intention to increase the gold cover for notes in 
circulation, to stimulate exports to hard currency countries and to check capital 
smuggling. 


France 
Che French Treasury has raised the limit on the amount of French bank- 
notes that may be imported into France and the whole franc area by overseas 
visitors from Frs. 20,000 to Frs. 40,000. The object of the change is to raise 
the value of the franc on free markets overseas and to stimulate tourism during 
he 1949 season. 

An agreement has been signed with the United Kingdom covering French 
issets deposited on Swiss account in London which the holders have failed to 
declare. Holders will now be able to transfer these assets to French banks in 
London and obtain payment in francs after deduction of the fine fixed by the 
french foreign exchange regulations. 


Germany 


Payments between Germany and the sterling area have been regularized. 
Sterling accounts of residents in the three Western Zones have been classified 
as German accounts and sterling will in future be the only method of payment 
for permitted transactions between the Zones and the sterling area. 

The German Bizonal authorities have drawn up a plan for internal invest- 
ment to a total of Dm. 7,000 millions in the second Marshall year. It is pro- 
posed that, of the total, Dm. 2,000 millions will be drawn from counterpart 

inds for Allied-financed imports, Dm. 1,900 millions from the public authon- 
personal savings and Dm. 1,200 millions 
from “ ploughed-back "’ industrial profits. This will leave an uncovered 
balance of Dm. 400 millions. The U.S. Military Governor has urged a speed-up 
in investment activity as a way of contending with rising unemployment. 

Agreement has been reached between the British and American Govern- 
ments on proposals for lifting the ban on new foreign investments in Germany, 
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though conditions under which overseas capital will be allowed to seek employ- 
ment have not yet been settled. 

Under the Occupation Statute for the Western Zones of Germany agreed 
upon by the British, American and French Governments, Germany has been 
offered a wider measure of self-government. Control over currency and 
foreign trade will, however, be retained by the Allied Powers. ; 

The Bank of the German States has lifted quota limitations on the total 
volume of credit maintained by individual State banks and banking firms 
which come under its control. This action was taken because of the growing 
danger of deflationary patches in the German economy. It is considered that 
the discount rate of 5 per cent. and the rules requiring scrutiny of bills will 
provide all the restraint required in the future. If inflationary stresses return, 
the bank will probably raise its rate rather than return to the quota system. 

Hong Kong 

The Government has taken action to suppress the colony's market in fre« 
gold, one of the most active premium gold markets in the Far East. An official 
order has prohibited all dealings in gold and the possession of gold except when 
permission is granted by the Governor of the colony. The printing or publica- 
tion of information regarding gold transactions is also forbidden. The official 
announcement making these orders points out that prices for gold quoted on 
the local market were in excess of the level stipulated by the International 
Monetary Fund. 

The movement of gold into and out of Hong Kong has been on a small 
scale for some time owing to the earlier restrictions to prevent the colony being 
used as a channel through which the hoarding demand for gold in China could 
be satisfied from overseas sources of supply. But a very heavy business has 
been transacted in gold on a book-entry basis, the physical movement of the 
gold concerned being handled elsewhere. The new restrictions will have the 
effect of suppressing this business or driving it underground. 


India 

The Prime Minister, Pandit Nehru, has stated that overseas capital will be 
needed to supplement national savings if the country is to be developed on the 
scale and at the pace desired. The contribution of British or other non-Indian 
interests in India, in a constructive and co-operative réle, to the development 
of the economy would therefore be welcomed. Outlining official policy towards 
foreign capital, he announced that the Government did not intend to place any 
restrictions or impose any conditions on existing foreign interests which were 
not applicable to similar Indian enterprises and would also maintain an attitude 
which would enable further foreign capital to be invested in the country on 
terms and conditions mutually advantageous. 

There was no intention to place any difficulties in the way of the withdrawal 
of foreign capital investments, but remittance facilities would naturally depend 
on foreign exchange conditions. No difficulty was seen in continuing th 
existing facilities for the remittance of profits. No objection would be raised 
to foreign capital having control over a concern for a limited period if it was 
found to be in the national interest. If any foreign concern was compulsorily 
acquire’, the Government would provide reasonable facilities for the remittance 
of compensation, and this would be assessed on a fair and equitable basis. 
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Italy 


Steps to lower the cost of money were announced by the Budget and 
Treasury Minister in the 1949- 50 Budget speech. The official discount rate 
has been cut from 5} to 4} per cent. on 12 months’ Treasury bonds, with 
corresponding reductions in rates for other periods. Charges for bank finance 
have been proportionately reduced. 

The Minister estimated the deficit in 1949-50 at 174,000 million lire, as 
compared with 480,000 million lire in 1948-49. The national income is stated 
to be currently running about 10 per cent. below the pre-war Jevel, but the 
population is now higher by Io per cent. than it was before the war. About 
25 per cent. of the national income is being taken in taxation. 

A new financial agreement has been concluded with France under which 
trade between the two countries will be conducted on the basis of an exchange 
rate of lire 180 to Frs. 100, as compared with lire 220 to Frs. 109 previously. 
lhe adjustment has been made to promote French ex ‘ports to Italy in order to 
eliminate the persistent deficit in French payments with Italy. The new rate 
does not conform to rates for the lira against other currencies, but the consent 
of the International Monetary Fund to the change has been secured. 


Malaya 
Malaya is being granted a donation of £5 millions by the United Kingdom 
» help cover internal expenditures and an additional {1 million to defray 
.dditional expenditures likely to be incurred on the Impe rial Forces in Malaya 
1 1948 and 1949. 
Arrangements are also being made for raising a loan of £12 millions partly 
in the Federation and partly in London. 


Norway 

The managing director of Den Norske Creditbank, Mr. O. Evenson, has 
stated that the rising trend of the loans of the commercial banks during the 
vast year is the outcome of the large investments required by the reconstruction 
programme and of the demand for consumer goods from the general public 
after the prolonged war-time interruption of the flow of supplies. The ex- 
pansion has not been as heavy as the higher price level and increased building 
costs would have justified. 

Analysis of loan trends during the past twelve months shows that the 
femand for industrial finance has continued to grow and that loans for purely 
trading purposes have tended to contract owing to the restr ‘ictions imposed 
by the import programme. Finance for the shipping industry is still making 
large demands. 


Portugal 


Agreement has been reached with the United Kingdom to extend the 
Anglo-Portuguese Monetary Agreement for a further period of twelve months, 
April 15, 1950. Arrangements have been made which should avoid loss of 
vold to either side. It is stated that ‘in view of the measures taken by 
Portugal to improve her economic position ’’, imports from the United Kingdom 
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cannot in future be made as freely as in the past, and a programme of trade 
has been drawn up to establish approximate equilibrium in payments between 
the two monetary areas. This will be reviewed later in the light of actual 
developments in the payments situation. 


Rhodesia 


The threat of a political crisis has caused the Government to abandon its 
plan for a 20 per cent. tax on tobacco exports, and to substitute a scheme for 
compulsory saving by tobacco growers. This is to be based upon 15 per cent. 
of gross sales and is to be in the form of a five-year loan. The proposed tax 
was intended both to raise funds for development purposes and to limit the 
spending power of the growers. The new plan i is expected to bring in about the 
same amount of money as the tax and therefore to have the same immediate 
effects. The compulsory saving will not be deductible from income for tax 
assessment purposes. 


South Africa 

The Finance Minister, Mr. Havenga, has sent a memorandum to financial 
institutions Suggesting the formation of a special Cc yrporation to provi le a 
means of mobilizing the “‘ idle ’’ cash resources of the Union’s major financial 
concerns and of directing them into the finance of public loans and capital 
levelopment. The Reserve Bank would guarantee the liquidity of the corpora- 
tion at all times and deposits would be restricte d to relatively large amounts, 
though no maximum would be imposed. The official memorandum: states that 
the new concern would occupy an intermediate position between active financial 
institutions and the Reserve Bank, as the ultimate lender, and would thus fill 
agap in the Union’s financial structure and make the money market more 
mobile and flexible. 

The authorities have been persuaded to take this step by the increasing 
dificulty that is being experienced in raising capital for central and local 
government development projects. 

The Union Government has secured three repayments in sterling, in 
amounts of £5 millions on each occasion, of part of the £80 millions lent to the 
United Kingdom in 1948. The funds are needed to bridge the Union’s sterling 
gan following the exhaustion of the Reserve Pank’s sterling balances. 

The Minister of Economic Affairs has stated that an examination of figures 
showing the total amount available for imports in the second half of 1949 had 
indicated that a reduction of 40 per cent. in imports from sterling and non- 
sterling sources might be needed when compared with the period July, 1948, 
to June, 1949. 


c 


United States 


The Federal Reserve Board has reduced the margin requirements for stock 
purchases to 50 per cent. of the price of the securities, as against 75 per cent. 
previously. This move, following closely upon the partial relaxation of 
restrictions on instalment credit, is taken to indicate that the authorities are 
now concerned about the possibility of a business recession and are therefore 
embarking upon an anti-deflationary policy. 
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Declining business activity resulted in a sharp contraction in the demand 
for bank loans in the late winter and early spring months, the loans of com- 
mercial banks reporting weekly to the Federal Reserve Board sustaining a fall 
of $500 millions between mid-December and mid-March. Loans for real estate 
and for consumers’ use also showed considerable falls over the period. 

The Administration has drawn up a comprehensive farm prices support 
programme having as its object the maintenance of farm income at the average 
level of the past ten years. The cost of the proposals has not yet been officially 
estimated. , 


Letters to the Editor 
“The Future of the Stock Exchanges” 


Sir,—Mr. Harold Wincott is acknowledged as an expert writer on Stock 
Exchange affairs, and I consequently read his article about my Profession (‘Are 
Jobbers Outmoded ? ’’) with great interest. 

Although I believe that, despite adverse Labour legislation, the London Stock 
Exchange is still a highly efficient organization, I find myself substantially in 
agreement with many of his arguments, and with his general conclusion that 

“the jobbing system is intrinsically a valuable one’. I think, however, that his 
exposition requires some elaboration, if the present difficulties are to be properly 
appreciated not only by the general public, but even by a large number of Stock 
Exchange members themselves. 

Jobbing in the past had definite attractions for those with the mght “ flair’ 
It was of course always an anxious occupation, but during periodical spells oi 
market activity, considerable profits could be made quickly. Moderate taxation, 
and the ‘ three years average ", enabled the prudent firm to set aside a substantial 
paertann of its earnings against a rainy day, whilst junior partne rs could gradualh 
build up their resources to replace capital withdrawn on the death or retirement 
of their seniors. Higher taxation and death duties were already exerting un- 
favourable pressures before 19309, but since then penal rates have caused rapid 
deterioration in the position. 

It is not merely that the current rate of taxation is diminishing working capital, 
and consequently the jobber’s capacity to function efficiently, but also that he 
has to undertake financial! risks quite incommensurate with any profit he car 
make. Take the hypothetical case of a fair-sized firm with a capital of £100,000. 
The senior partner or partners who supply most of the capital can only hope to 
make a maximum net income of, 8 say, {3,000 in good years, whilst in times suc 
as these, the profit may well be neglig ‘ible. Yet if the market, for one reason or 
another, is slide nly hard hit, he may e asily find hims ‘elf faced with an individual 
loss of £10,000. In other words, the po rte ntial loss far exceeds the potential! gai 
\s for junior partners, they cannot possibly hope, even in good conditions, to Duild 
up other than very moderate capit al resources to meet the future 








It is small wonder that the machine is functioning with difficulty, whust 
he slowing down process will sie ee become more marked whenever a senior 
partner retires. Not only, moreover, is it a question of shortage of capital, b 


also of shortage of “ raw material ”’ in the form of “‘ new blood”. The apprentice- 
ship of an efficient jobber is somewhat lengthy, and I for my part could certainly 
not advise a young man to take up stock jobbing as a profession under present 


conditions. It is surely self-evident that if the present system of stock exchangt 
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dealing—or something closely allied to it—is to remain, fresh capital from outside 
sources must be found. I would describe it a necessary form of rationalization 
imposed by present-day conditions and by the inevitability of high taxation for a 
long time to come. 

In my opinion, the Lloyd’s syndicate method, as outlined by Mr. Wincott, 
could probably be adjusted to meet the needs of the Stock Exchange, and if 
successfully operated might well be of the greatest value both to members and to 
the general public. 

Nevertheless, its practicability, or that of any alternative solution, could only 
be adequately determined by a Committee appointed by the Council and armed 
with the widest powers fully to investigate the whole problem. The enquiry would 
probably be long and complicated ; as time presses, I hope that action will not 
long be delayed. 

Warnford Court, Throgmorton St., E.C.2. Yours faithfully, 

April 8, 1949. L. C. DENZA. 


Sir,—Several of the contributors to your excellent series of articles on the 
Stock Exchange have made the point that the future lies largely with the small 
saver. Taxation has turned the large private savers of the past into dis-savers, 
and it is the small savers whose business must now be attracted if the Stock 
Exchange is to adapt itself successfully to the change in its environment. 

There have been a number of suggestions as to how the small saver’s business 
can be drawn to the Stock Exchange and made a more economic proposition than 
itis at present. But little attention has been paid to the question of whether the 
Stock Exchange has the right kind of goods to offer him when he gets there. 

The small man’s savings reach the Stock Exchange either directly or through 
the medium of the insurance companies and other institutional investors. The 
investment needs of the latter are well catered for, but the general run of Stock 
Exchange securities is not well adapted to the man who wishes, with a direct 
investment of, say, one or two hundred pounds, to obtain a well-spread equity 
investment. The investment trust and unit trust movements exist precisely to 
provide the small saver with diversification, and if these movements could be 
expanded it would go a long way towards providing the small saver with more 
suitable investment media. But expansion is made impossible at the moment by 
the ban on new issues by investment and unit trusts. There can be no possible 
reason for the continuance of this embargo. Trust company issues absorb no real 
resources which might be better employed, and do not divert savings from other 
forms of investment. They merely provide an intermediary whereby savings 
may be skilfully spread over a number of existing investments. It would be an 
advantage to the small saver and to the Stock Exchange if the facilities offered 
by the investment trust and unit trust movements could be enlarged. 

It would also be a national advantage, for the provision of risk-bearing capital 
is of vital importance, and the small saver is not well equipped to provide it directly. 
The intervention of the institutional investors makes it possible for this risk- 
bearing capital to be provided with greater security to the lender and to be invested 
under skilful management. It is worth recalling the part played by some of the 
Scottish investment trusts in developing North America before the First World 
War with the small man’s money. Even in this age of restrictions on enterprise, 
the investment trusts may again be able to play a useful part in marrying the 
needs of the small saver with industry’s need for risk capital. 

Yours faithfully, 
STOCKBROKER. 
April 12, 1949. 
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Publications 


Finance of Oversea Trade. By W. W. Syrett. (Pitmans, 205 pp, 
15s. net.) The reader is entitled to bring high expectations to this book, for 
Mr. Syrett served in the foreign department of a clearing bank for many years, 
was a successful lecturer on foreign exchange problems, “and has for some time 
been the export manager of a large manufacturing concern. Moreover, what 
is now offered is in effect a second edition of the author’s Practice and Finance 
of Foreign Trade, published in 1937, so we have also a right to ask for something 
that in its clear arrangement and accuracy bears the mark of careful revision, 

For its purpose the Finance of Oversea Tvade may be almost unreservedly 
commended. The author has envisaged two kinds of reader—the foreign 
business clerk in a bank who wants to formulate an intelligent background 
against which to see the transactions his customers bring to him, and the 
man whose job in industry is concerned with the buying or selling of goods 
that cross the seas. The information is admirably set out to meet these 
needs and the only criticism of substance 1s that the book 1s too short to deal 
more than briefly with important aspects such as documentary credits and 
the present working of the exchange control. The section dealing with Export 
Credits Guarantees is particularly useful ; but why is the interesting ‘‘ External 
Trade” policy not dealt with ? Many an inland student will be glad to see, 
in company with a number of pro forma documents, a specimen bill of lading 
to give reality to the important things he has read elsewhere about this essential 
instrument of trade. 

It is often tempting to find fault with a book because it does not fulfil 
some need other than that intended by the author. It might have been hoped 
that Mr. Syrett’s exceptional range of experience would have emboldened him 
to design the first work to cover the fearsome syllabus of the Institute of 
Bankers’ examinations in the Finance of Foreign Trade and Foreign Exchange, 
He has not attempted this task ; but his book will probably be the best intro- 
ductory reading available to an intending candidate. Thereafter the field 
must be more thoroughly surveyed with the help of Schmitthoff’s The Export 
Trade (reviewed in THE BANKER in January) and by reference to Holgate’s 
Exchange Arithmetic and the instructions sent round by Head Office on the 
way to work the exchange control regulations. W.J.T. 





Publications Received 

Government and Industry : A Survey of Machinery for Consultation and Co-operation (H.M. 
Stationery Office, pp. 32, price 9d.). 

Industrial Accounting (Second Edition), by H. A. Simpson (Pitmans, pp. 205, price 25/-). 

Industrial Management, A Short Survey of, by L. Urwick (British Institute of Management, 
p. 31, price 2/6). 
” Soules and Tenant (Second Edition), by R. Borregaard (Stevens & Company, pp. 10%, 
rice 4/-). 
r Palmer's Private Companies. Their Formation and Advantages. (Forty-first Edition) 
By J. Charlesworth. (Stevens & Company, pp. 102, price 3/-.) 

Post-war Prices, The Structure of, by Frederick C. Mills (National Bureau of Economic Research, 
New York, pp. 59). 

Profits Tax Simplified, by Arthur Rez (Barkeley Book Co., Ltd., pp. 26, price 2/6). 

Public Debt, 1914-1946 (United Nations Dept. of Economic Affairs, Lake Success, pp. 159, 
price 12/6; obtainable from H.M. Stationery Office, P.O. Box 569, London, S.E.1). 

Small Trader Year Book. The Year Book for all those engaged in Retail Trading. (Ludgate 
Press, Ltd., pp. 302, price 10/6.) 

Whillans's Tax Tables, 1948-49, by George Whillans (Butterworth & Co. (Publishers), Ltd., 
price 3/6, 6 copies 3/- each, 25 copies 2/6 each). 

Wills, The Law of (Third Edition), by S. J. Bailey (Pitmans, pp. 284, price 25/-). 
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Banking Statistics 


Nati 


Certi- Defence Savings 


ficates 
(net) 
28.1 
22.3% 
39.2 


N 


i. 


- i. 
10, 


on 


- 
a 
RUWs BNWT 
_ 
| 


-3 


* Including Release Benefit Accounts from July, 


Ord. 
Exp 
ém 
898 .1* 
1054.8* 
Id09. 
3507. 
4775-7 
5623.2 
5788.4 
6057.8 
5474-8 
3910.3 
3187.1 
3152.8 


Bonds Banks Total 
(net) (net)* Small 
3.2 972.5 217-7 | 1047 Nov..:. 
30.3 99.7 142.1 | Dec. 
oF. 6. 202.8 
wince site 1948 Jan 
62.0 120.7 195.9 Feb. 
95-9 36.2 133.1 Mar. .. 
13.4 35-6 47.8 April .. 
17.9 11.8 40.5 May .. 
2 June .. 
20.4 27.0 G7.1 July 
3.7=— 19.6 2%7.6 fe 
8 a Aug. .. 
19.¢ 2.9 14.2 Sept. .. 
25.1 17.2 8.5 a 
29.9 54-6 54.1 Nov. .... 
31.2 13-7 — 19.8 Dec. 
a i me st 1949 Jan. 
it , 3 Feb. 
1.4 54.8 60.7 Mar. .. 


onal Savings 
(£ millions) 


Savings 


Certi- 
ficates 
(net) 


6. 
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| 
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2 
2 
4 
5 
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Ordinary Revenue and Expenditure 
Ord. 
Exp 
£m. 

1336. 

1337. 
902. 
918. 
S61. 

1228. 
o1g. 
808. 
736. 

1023. 
613. 
751. 
791. 
996. 


Ord. By 

Rev Deficit Quarters : 

fm. £m. 

872.6 25.5* 1945 IV 
927.3 127.5* 1946 I 
1049.2 760.5* IT 

2 Ill 

1408.9 2455.3 1V 
2074.1 2701.6 1947 I 
2819.9 2803.3 II 
3038.5 2749.9 ITI 
: IV 

238.1 2819. 
323 9-7 1948 I 
3284.5 2190.3 I 
3341.2 569.1 Wy. 
3844.9 657. 8t IV 
4006.6 853.8t 1949 I 


* Allowing for loan expenditure. f Surplus. 


Floating Debt 


April 24 


1948 

Ways and Means Advances : £m. 

Bank of England — 

Public Departments a 322.5 
Treasury Bills : 

Tender 2170.0 

Tap eis 5 2716.9 
Treasury deposit re ceipts 1349.5 


6558.9 


, March 31, 
1949 
£m. 


343-5 


} 4418.4 


1135-5 


5897.4 


April 9, 
1949 


fm. 
I 


309.6 


5 
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Defence Savings 


3onds Banks Total 
(net) (net)* Small 
- 8.8 12.9 II.o0 
- 10.8 - 4.1 — 4.3 
- 7-8 34-4 41.5 
- 10.6 14.3 12.9 
~ 11.5 5-9 - 0.3 
- 7.2 9.6 3.8 
14.9 3.8 — 13.6 
- 9.1 0.3 — 10.0 
- 10.4 - 6.8 - 22.7 
- 8.1 4.8 - 4.6 
1.8 8.3 8.8 
2.3 9.9 4-9 
2.2 5.0 3.6 
1.3 - 9.06 -— 13.2 
0.8 25.7 28.6 
0.3 %6.0 18.6 
0.9 13.1 13.5 
Ord. 
Rev. Deficit 
£m. £m. 
667.8 718.4 
1253-5 83.9 
629.0 273.0 
7t3.% 206.2 
738.6 122.5 
1261.5 32.6f 
840.1 220. 3f 
807.5 0.7 
761.5 25.4t 
1435-8 412.8f 
794.8 181 .of 
831.7 80.2T 
802.7 11.3¢ 
1577-9 581.7 
April 16, April 23 
1949 1949 
£m. £m. 
19.3 1.8 
369.6 386.8 
2210.0 2210.0 
2221.1 2236.2 
1107.5 III4.5 
5927.4 5940.3 
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a a P e 
Zi Treasury Deposit Receipts 
~ . _ 
u | g Raised Redeemed Outstandingt 
{m. £m. £m. 
e) sa) ‘ anil ge 
Ml oC 1947 June 30* .. oe a 110.5 132.0 1442.0 
ae Be Sept. 30 .. ee es 453-0 483.5 1292.5 
"a ry} a Se ws ice we 175.5 110.5 1402.5 
2) | T/T 1948 March 31 .. we ia 545.0 455-0 [291.0 
mS. : April 2 a a3 at 405.0 340.5 1349.5 
41 Olk May 29. - ig 115.0 87.5 1377-0 
oe ; June 30 .. ae “ae 269.0 178.0 1468.0 
ange F . 
~ ie July ar ca a 41.0 79-5 1429.5 
=< * oe Aug. 20 4 ea ae 70.0 58.5 1441.0 
a1omis Sept. 30 .. 3 ys 550.5 542.0 1449.5 
2 | pe > Oct. ae ki 7 oa 359.5 404.0 1435.0 
~| Ie Nov. 27 .. me ‘ir 110.0 113.0 1432.0 
5 Oa Dec. | ar aa ba 260.0 181.0 I511.0 
an P- 1949 Jan. SO as - ah - 201.0 1310.0 
N/ Ole a a  o- — e 180.0 470.5 1019.5 
> 1 9 9 wel 32. ss 274. 158.5 1135-5 
’ Oo} + 
"A he rw ended on last Saturday in each month, except at final month in each quarter. 
> 10 ¢ } The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
1 1 OO 1g 1948 Net New 1949 Net New 
{ g 4 Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
aie . Oot. 2... $96.0 185.0* - 15.0* jan. 15 - 16.5 ~ 16.5 
He i ” @ .- 160.0 160.0* —_— - 22 «. 127.0 -127.0 
: lo C s 16... 90.0 116.5 - 26.5 | = = 19.5 — 19.5 
rie C ioe 59-9 37-5 —s Feb. 5 25.0 150.5 -125.5 
N]e : = + wit 3-0 =) ae | ee 25.0 I10.0 - 85.0 
Gwe: Nov. © .. . aa on » 70.0 120.0 50.0 
i alt 13 .. 16.0 - 16.0 26 60.0 90.0 - 30.0 
~| Of 2 a. 70.0 58.5 11.5 
2] 27 .. 40.0 38.5 1.5 Mai 5 50.0 55+5 5-5 
“ _ a ee 80.0 65.0 15.0 I2 45.0 55°5 = 2O.5 
iw], se .. 60.0 59.5 0.5 | "i 19 70.0 19.0 53-0 
“Ole 18 0 24.5 55-5 ‘ 20 30.0 . 30.0 
6 | : ae 40.0 20.0* 20.0* \pril 2 100.0 O.¢ 50 .0* 
a 1949 ) ».O 60.0” — 30.0* 
Tet Jan. 1 20.0* — 20.0* ; hor 5. $5.0 32.0 3-0 
mI} 8 30.5% 30.5* | i psa Bast “COse 7 
1 cS * Unofficial figure. 
1 mle 
| -l¢ 
| Mi r = “o 
——-| + lax Certificates 
| O7§ e 
l olm Paid Net Paid Net 
oe he Off Raised Issue* Raised Off Raised Issue* 
rr #m {m fm. fm. ém fm £m. {fm 
aE 39.7 28.5 1.1 658.8 1947 Oct... .. 16.0 14.5 = 4.6 513-6 
| 7% \ 0+ 15.4 16.2 0.8 658.0 Nov. .. 21.1 15.0 6.1 519.1 
; Oy" June .. 22.8 24.9 e7 655.9 SG: <s 3OaF 6.6 24.1 543-2 
' % hy I I9. .O 651.90 : Pe - e 2 
ec Au r¢ 18.2 a ea rs 1948 Jan. 43-0 02.7 — 19.7 523-5 
ie “a : ie Ribs 54: Keb. 22.3 85.5 — 63.2 460.3 
4 sept. BE .5 OL! I.4 656.0 : ae ae ) 3 a 
4 et OE, ms = Mae 648.6 Mar. .. 8.1! 52.7 — 34.0 426.4 
E ree ap is a ‘ort April .. 17.8 25.0- 7.2 419.2 
| Nov 22.7 22.9—- 0.2 648.4 +, a pea age +79 
£ Dec a ae ) 8 May 22.5 19.7 5-3 425.0 
7 + «+ 35.0 15.0 20.0 605.4 ‘ . e 
va June 22.3 10.5 5-9 430.9 
= 1 4 25 od > ( 62.56 
a 1947 Jan. .. 20.5 16.46 = 642.0 July aes ‘Naess i porta 
i . ( ~ 
bi w Feb. .. 27.0 81.7 - 587.3 oa a ) 2.0 +-9 457 . 
< & Mar. 24.2 ‘. =20. 2 Opt. .«. 26.1 9.0 Ig.I 470.2 
wT - “5 A sce Get. .< 34.6 8.0 13.5 489.7 
~ April . 9.5 27.4 17.9 511.4 N es = a am os 
. ° .¢ P > 
BF May .. 30.8 21.5 9.3 520.7 — 10.9 : 4 55 495-2 
6 June 13.9 11.4 2.5 523.2 sacar aS, sia ae" mac 
- - . ws 
e July 13.0 14.6 - 7.6 521.6 1949 Jan. 29.1 74.9 — 45.8 474-5 
Aug. 0+ 25.7 15.7 10.0 531.6 Pep. .. 2§.4 75.6 50.3 424.2 
Sept. 53.2 27.2 — 14.0 517-5 ' Mar. 23.6 go.8 67.3 356.9 


* i.e. Outstanding at end of month. 
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Appointments and Retirements 


Clydesdale Bank—Campbeliown : Mr. G. C. C. Halbert, from New Galloway, to be manager, 
New Galloway : Mr. J. D. L. Alexander, from Paisley, to be manager. Stranraer: Mr. S. FE. 
Carson, from Campbeltown, to be joint manager with Mr. A. Waddell. Carlisle: Mr. T. D. |, 
Cairns, Piccadilly Circus, to be manager in succession to the late Mr. G. Lindsay. London 
Piccadilly Circus: Mr. E. W. Brown, from Victoria, to be manager; Victoria: Mr. M. N. 
Balsillie, from Edinburgh, to be manager. Glasgow, Dennistoun : Mr. E. M. Kerr, Muirkirk, to 
be manager on retirement of Mr. J. R. Kant. Muirkirk: Mr. J. Ford, from Stewarton, to be 
manager. Stewarton: Mr. J. A. Wilson, from Troon, to be manager. 


Commercial Bank of Scotland—Mr. G. T. Chiene, D.S.O., M.C., W.S., has been nominated to 
fill the vacancy on the board of Ordinary Directors created by the death of Mr. J. Ellis Inglis, WS, 


District Bank—Mr. J. L. Page, assistant inspector, to be inspector. Mr. Greville Williams, 
assistant inspector, to be inspector. Bacup: Mr. D. J. Warren to be accountant. Garstang: 
Mr. W. Hill to be accountant. Leicester: Mr. L. N. Brooke to be accountant. Rawtenstall: 
Mr. A. T. Barnes to be accountant. Wilmslow: Mr. F. Barnes, accountant, to be manager, 
Mr. J. L. Warburton to be accountant. 


Lloyds Bank—Mr. W. B. Mayles, joint general manager, has retired after 44 years’ service, 
and Mr. R. G. Smerdon, M.C., joint general manager, has assumed control of Mr. Mayles’s area, 
Mr. F. O. Faull, an assistant general manager, to be a joint general manager, and Mr. P. T, D, 
Guyer, district manager, Liverpool, and manager of Liverpool branch, to be an assistant general 
manager at Head Office. Head Office—Advance Dept.: Mr. E. B. Baker, of Head Office, to be 
an assistant controller ; Chief Inspector’s Dept. : Mr. J. D. Morris, from West Kensington, W,, 
to be an inspector ; Income Tax Dept.: Mr. G. E. Baker, Mr. W. G. Mortimer and Mr. B. D.F. 
Greathurst, of the Dept., to be principal’s assistants; Premises Dept. : Mr. A. G. Johnson, a 
building inspector, has retired owing to ill health; Mr. A. V. Banks, A.R.I.B.A., an assistant 
building inspector, to be a building inspector; Staff Dept. : Mr. R. G. Swann, from Parkstone, 
Bournemouth, to be a staff controller; Mr. R. A. M. Hallam, from Stock Exchange, E.C., has 
been appointed for special work under the general managers. Head Office and Liverpool : Mr. 
K. L. Boyes, of Liverpool, to be district manager, Liverpool, and manager of Liverpool branch. 
Cheapside, E.C.: Mr. S. G. Mays, from Mincing Lane, E.C., to be manager on retirement, owing 
to ill health, of Mr. W. W. D. Redwood. Devizes : Mr. W. E. Clarke, from Beaconsfield, to be 
sub-manager. Exeter (also Topsham): Mr. L. W. S. Aplin, deputy manager, to be manager on 
retirement of Mr. D. M. Petherick; Mr. N. B. Coston, from Totton, to be assistant manager. 
Leamington Spa: Mr. P. J. Luker, from Reading, to be sub-manager. Mimcing Lane, E.C.: 
Mr. F. L. M. Fowler, an inspector, to be manager. Reading : Mr. G. B. Potter, from Law Courts, 
W.C., to be sub-manager. Seliy Oak, Birmingham: Mr. W. H. Fitchford, from Glossop, to be 
manager in succession to the late Mr. W. R. Smith. Stock Exchange, E.C.: Mr. J. St. Q. 
Mallandaine, of the inspection staff, to be sub-manager. Totton, Southampton : Mr. R. W. Batley, 
from Devizes, to be manager. West Kensington, W.: Mr. H. W. Wilson, of Head Office, to be 
manager. 

Martins Bank—Durham : Mr. H. C. Pearson, from Darlington, to be manager on retirement of 
Mr. F. Wallace. Ramsbottom : Mr. P. A. Scott to be manager on retirement of Mr. L. Taylor. 
Southall : This office has been raised to the status of a full branch under the managership of 
Mr. H.C. Mowbray. London, 68 Lombard Street : Mr. H. A. Bullough, Manchester superintendent 
of branches, to be manager on resignation of Mr. Summerfield. Pudsey : Mr. R. G. Kippax to 
be manager. Manchester District office : Mr. H. Blundell, Manchester district inspector, to be 
Manchester superintendent of branches; Mr. H. J. Southworth to be Manchester district inspector; 
Mr. E. H. Priestley, from Brown Street office, to be inspector at Manchester district office. 
Manchester, Brown Street: Mr. S. H. Chadwick to be accountant. 


Midland Bank—London—Belgravia : Mr. E. W. Connoll to be manager on retirement of Mr. 
W. H. Andrews; Oxford Circus: Mr. R. G. D. Hawkins to be assistant manager. Alcester: 
Mr. E. S. Rimmer to be manager. Atherstone: Mr. J. C. Fox, of Alcester, to be manager on 
retirement of Mr. J. H. Cartwright. Hull, Silver Street : Mr. W. Mathers to be sole manager on 
retirement of Mr. H. I. Loten. Leeds, Roundhay Road: Mr. A. F. Barker to be manager on 
retirement of Mr. L. W. Oglesby. Leicester, Granby Street : Mr. W. H. McMahon to be deputy 
assistant manager. Longton: Mr. G. V. Bramley, Wolverhampton, to be manager. Pinner: 
Mr. E. C. C. Jones to be manager on retirement of Mr. W. R. Holland. Rhayader : Mr. J. Watkin 
Jones to be manager on retirement of Mr. R. O. G. Riddell. Wednesbury : Mr. P. Baxter, of 
Longton, to be manager on retirement of Mr. J. S. Hill. Wolverhampton, Lichfield Street : Mt. 
J. A. Thompson to be assistant manager. 

Westminster Bank—Mr. A. D. Chesterfield, a joint general manager, to be deputy chief general 
manager. Mr. H. W. Norris and Mr. F. W. Hardstone, assistant general managers, to be joitt 
general managers. Mr. J. Stewart, a joint general manager, has retired after 44 years’ service. 
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THE LONDON COMMERCIAL 
INVESTMENT COMPANY Ltd. 


Members of the Association 
of Stock and Share Dealers 


@PROVIDES additional capital to 
small businesses 

@ NEGOTIATES sales of shares in 
private Limited Companies 

@ INTRODUCES buyers for shares 
of one or more retiring directors 


@ACTS as Consultants to private 
investors, and negotiates partner- 
ships and directorships 


@ ACTS as Company Registrars and 
Secretaries 


4 Broad Street Place, E.C.2 
Telephone: London Wall 1835 











SHERRY 


Yun 
— 
a ‘ 


Aglass of DRY FLY SHERRY is the ideal aperitif, and 
is a gracious welcome to your guests. Obtainable all 


over the world from your own Wine Merchant, or from 


FINDLATER MACKIE TODD & CO. LTD. 
Wine Merchants toH.M. The King. 
Wigmore Street, London, W.!. 





HENRY BUTCHER 


& CO. 


SPECIALISING IN THE 


Sale and Valuation 
of 

Industrial Properties 

Plant and Machinery 


FACTORY 
AGENTS 


FIRE LOSS 
ASSESSORS 


HEAD OFFICE: 


73 Chancery Lane, LONDON, W.C.2 


Tel. : 
HOLborn 8411 (8 lines) 


Grams. : 
Penetrancy, Holb., London 
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BANK OF SCOTLAND 


STRONG LIQUID POSITION 


LORD ELPHINSTONE’S REVIEW 


HE annual general meeting of the Pro- 

prietors of the Bank of Scotland was held 

within the Head Office, Edinburgh, on 
April 5. The Rt. Honourable Lord Elphin- 
stone, K.T., Governor of the Bank, presided 

In submitting the Directors’ report. the 
Chairman said 
My Lord, Ladies and Gentlemen, 

You will all have received a copy of the 
Directors’ Annual Report and Statement of 
the Accounts of the Bank as at February 28 
last, and I assume that, as usual, we may take 
them 


is read. 


[The past vear has been set against a 
darkening background of world’ unrest 
political and social—and unfortunately the 


hopes of betterment to which I gave expression 
1ere a year ago have not been realised. Not 
withstanding earnest and praiseworthy efforts 












to find a universal formula for peace and 
prospet 1ational relations remain ex- 
tremel ind complicated b li 
tracting fears and suspicions 
In spite of difficulties the past vear has 
shown some improvement in our 
( ry n } sition. The X rm ] 
trade deficit has been substantially luced 
ind, while it only right that we should take 
a modest pride as a nation in this achievement, 
we must bear constantly in mind that this i 
only a be il the gap has been narrowed 
and is, for the time being spanned by the 





brid f Marshall Aid, but we dare not forget 
that the bridge is a temporary one provided 
by tl f our American friends and 
that it must ! yI 1 b 1 permanent 
structure of our own contriving Unfor- 
unat t mntinuing rravit* of the 
econo situation is apparently not vet 
realised by the great mass of our people. The 
irresponsibility of a small proportion can, and 
does, reduce the sum total of effort, but it is 
in the complacency of the majoritv that the 
grave danger lies This complacency can be 
overcome only by leadership realistic and 
strong enough to unite the whole country in 
the realisation of the important and_ basi 
principles of national and economic life 


} 


For many of our people higher price levels 


hav aught up with the expanded money 
suppl ind their spending power is now 
greatly reduced. The results are already to be 


seen in the immobility of goods in the hands 

of retailers and in the accumulation of certain 

stocks in wholesale warehouses. 

TAXATION AND NATIONAL 
EXPENDITURE 

if high levels of taxation have 

effects upon the individual and 

business Oppressive taxation both 

and indirect inevitably cancels out 


The exis 
intortunate 
upon 
direct 





incentive, discourages enterprise and _ nullifies 
thrift. Interest in work flags, craftsmanship 
suffers and stagnation may be the ultimate 
penalty. At a time like this when a high rate 
of saving is more than ever necessary in the 
interest of the country the Government should 
give a lead by cutting down on all but essential 
outlays Government spending, it seems to 
me, ought to be regulated not by what people 
desire; it must take account of what the 
nation can afford. In the domestic sphere, if 
we are to enjov peace of mind, we are obliged 
to adjust the satisfaction of our desires to the 
we have available to meet the outlay, 
and I feel that such a test could with advantage 
be applied to National expenditure. Expen- 
diture intended to promote welfare—admirable 
as it may be in design—will fail of its purpose 
if the financing of it involves penal taxation 
that stifles business activity and growth. If 

I used ictively is drawn 
> will suffer in the long 


funds 





pr 


. ae ee er n } 
ealth it is Dens proa 





CONDITIONS IN SCOTLAND 
\t home here in Scotland the promotion of 
w light industries to supplement our staple 
heavy industries continues satisfactorily and 
are now beginning to make a substantial 
contribution to the National economy. Vigorous 
fforts are being made to improve conditions 
in the Highlands and, with the expansion of 
the hvdro-electric schemes, further progress is 


locked for. The development of new coalfields 
in the Lothians, Fife and Avrshire will, it is 
hoped, lead to increased and more varied 


industries in these areas. With the need for 
increased home production of food it is regret- 
table that so much good agricultural land is 
being sacrificed to the doubtful benefit of 
open cast coal mining Both agriculture and 
fishing are plaving a major part in the National 
economy and the Bank's traditional policy of 
vith these industries is being 


close association 


maintained 


BALANCE SHEET AND LIQUID ASSETS 

Turning now to the Balance Sheet, one of 
the fundamentals of sound banking is the 
maintenance of a strong liquid position and 
throughout the year just closed we have as 
usual adhered to orthodox principles with a 
substantial margin to spare. At the date % 
the Balance Sheet Assets in Cash, Balames 
with other Banks, Cheques in course of col ete 
tion, together with Money at Call and §nort 
Notice and Bills Discounted (including {1 
million of Treasury Bills) amounted to 
{28,675,000 or 27.6 per cent. of our total 
Liabilities to the Public in deposits and notes 
outstanding. If we add to this our holding of 
£8 million Treasury Deposit Receipts and our 
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Investment portfolio of over £57 million we 
have liquid resources equal to 87 per cent. of 
wr Public Liabilities. The present market 
value of our Investments, which are practically 
all British Government Stocks, is in excess of 
the figure at which they appear in the Balance 
Sheet. 

Compared with twelve months ago our 
Deposits show an increase of slightly over £6 
million. 

Since December 31 last Bank Deposits as a 
whole declined to a greater extent than has 
been usual during the first months of the year, 
but whether this is a reliable indication of the 
fyture trend remains to be seen. 

Contrary to general experience there has 
been a moderate increase in our Note Cir- 


culation. 


LOANS AND ADVANCES 


Loans and Advances to customers have 
increased during the year by £1,800,000. These 
are well spread over a wide range of industries. 
\ll known bad and doubtful debts have been 


rovided for. 


We continue to give the most favourable 
consideration to all reasonable and legitimate 
requests from our customers for assistance. 
We find that calls are being made upon us for 
purposes which normally would have been 
financed out of the borrower’s own resources. 
This is not really a healthy state of affairs and 
unless it can be checked by some abatement 
in the burden of taxation the results may well 
be serious. We are satisfied that Depreciation 
allowances for Income Tax purposes are in- 
adequate. Without doubt these should bear 
some relation to replacement costs which in 
many cases are several times the original 
price of equipment and machinery. 


RESULTS FOR THE YEAR 


The business of banking, 2s I have said 
before, operates upon a narrow margin of profit 
and it has to accept the hazards and vicissitudes 
inseparable from all forms of trade. The level 
of our expenses has continued to rise, but with 
the additional resources at our disposal profits 
have been maintained. 


After allowing for taxation and making 
provision for contingencies the nett profits 
ee a eat a .. £302,748 


Add the balance from last year 165,759 


Making together £471,507 
Out of this there has been transferred : 
To Reserve Fund . £100,000 
To Trustees for Officers’ 
Pension Fund 30,000 
To payment of a Dividend 
of 12 per cent. for the 
year (less Tax) 158,400 
a 288,400 





Leaving to be carried forward £183,107 


I think you will agree that the figures may 
be regarded as satisfactory. 


RESERVE FUND 

The Board have thought it desirable to 
transfer to the Published Reserve Fund from 
a Contingency Fund no longer required the 
sum of {£300,000 which, with the aforemen- 
tioned allocation of £100,000 from last year’s 
Profits, raises the Reserve Fund to £3 
million. 


BANK’S PREMISES 
AND HERITABLE 
PROPERTIES 
So far as it is possible under present circum- 
stances the Bank’s properties have been main- 
tained in good condition and suitable provision 
has been made against the cost of extensions, 
renovations and improvements. The figure at 
which the properties stand in our books is well 
below their real value. 


DOMESTIC 


In reviewing the year from the more intimate 
domestic angle I would refer to the visit last 
autumn of Mr. Crawford, our Treasurer, to 
South Africa as one of the delegates from the 
Edinburgh Chamber of Commerce and Manu- 
factures to the 16th Congress of Chambers of 
Commerce of the British Empire. During an 
extensive tour of the Union he took the oppor- 
tunity of making and renewing business con- 
tacts with our banking friends and correspon- 
dents there. 


STAFF 

Once again I have pleasure on behalf of the 
Court of Directors in expressing appreciation 
of the efficient service rendered by the Execu- 
tive, Managers and Staff throughout the year. 
The cordial relationship which continues to 
exist between the Management and the Staff 
Association is a matter of satisfaction to us. 


DIVIDEND 


I now have pleasure in moving that the 
Report and Balance Sheet as submitted be 
adopted, and that a final Dividend at the rate 
of 6 per cent., less Income Tax, be now declared, 
payable on 16th current, making, with the 
interim dividend paid in October last, 12 per 
cent. for the year, less Income Tax. 

The motion was agreed to 

The Lord Elphinstone, K.T., and Mr. James 
Gourlay, B.Sc., were unanimously re-elected 
Governor and Deputy-Governor respectively 
for the current year. 

Mr. William Watson, Chartered Accountant, 
and Lord Dunglass were re-elected Ordinary 
Directors. 

Mr. R. Arthur Morrison, C.A., and Mr. 
Graham Aitchison Usher, C.A., were appointed 
to conduct the audit of the Bank’s books for 
the current year, and a vote of thanks to the 
Chairman terminated the meeting. 
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BANK OF SCOTLAND 


STRONG LIQUID POSITION 


LORD ELPHINSTONE’S REVIEW 





HE annual general meeting of the Pro- 
prietors of the Bank of Scotland was held 
within the Head Office, Edinburgh, on 
5 The Kt. Honourable Lord Elphin 

KX.T., Governor of the Bank, presided 

In submitting th Directors’ report 
Chairman said 
My Lord, Ladies and Gentlemen, 

You will all have received a copy of the 
Directors’ Annual Report and Statement of 
the Accounts of the Bank as at February 28 
and I assume that, as usual, we may take 
them as read. 

The past vear 


April 
stone 


the 


last 


has been set against a 
background of world’ unrest 
and and unfortunately the 
ypes of betterment to which I gave expression 
here a year ago have not been realised. Not- 
withstanding earnest and praiseworthy efforts 


larkening 


litical 


| social 
h 

h 

} 


to find a universal formula for peace and 
prosperity international relations remain ex 
tremely sensitiv and complicated b li 
tracting fears and suspicions 
In pit of difficulties the past veal 1as 
shown some improvement in ou: 


The external 


‘ \ yom sition. 

le deficit has been substantially luced 
ind, while it is only right that we should take 
u lest pride as a nation in this achievement, 
we must bear constantly in mind that this i 
only a be in the gap has been narrowed 


and is, for the time being, spanned by the 


brid f Marshall Aid, but we dare not forget 
that the bridge is a temporary one provided 
by the generosity of our American friends and 
that it must |! replaced by a permanent 
struct of our own contriving Unfor- 
unat t mtinuing gravity of the 
e¢ sit tion Is ipparently not vet 

ilised by the great mass of our people. The 
irresponsibility of a small proportion can, and 
does, reduce the sum total of effort, but it is 
in the compl ‘ney of the majority that the 
grave danger lies This complacency can b 
overcome only by leadership realistic and 
strong enough to unite the whole country in 
the realisation of the important and_ basic 
principles of national and economic life 

For many of our people higher price levels 


have caught up with the expanded money 


theit 


supph ind spending power is now 
greatly reduced. The results are already to be 
seen in the immobility of goods in the hands 
of retailers and in the accumulation of certain 


olesale warehouses. 


rTAXATION AND NATIONAL 
EXPENDITURE 


The existing high levels of taxation have 


untortunate effects upon the individual and 
upon business Oppressive taxation both 
direct and indirect inevitably cancels out 


incentive, discourages enterprise and _ nullifies 
thrift. Interest in work flags, craftsmanship 
suffers and stagnation may be the ultimate 
penalty. At a time like this when a high rate 
of saving is more than ever necessary in the 
interest of the country the Government should 
give a lead by cutting down on all but essential] 
outlays. Government spending, it seems to 
me, ought to be regulated not by what people 
desire; it must take account of what the 
nation can afford. In the domestic sphere, if 
we are to enjoy peace of mind, we are obliged 
to adjust the satisfaction of our desires to the 
funds we have available to meet the outlay, 
and I feel that such a test could with advantage 
be applied to National expenditure. Expen- 
diture intended to promote welfare—admirable 
as it may be in design—will fail of its purpose 
if the financing of it involves penal taxation 
that stifles business activity and growth. If 


wealth that is being used productively is drawn 
off in this way the public will suffer in the long 
run, 
CONDITIONS IN SCOTLAND 
\t home here in Scotland the promotion of 


v light industries to supplement our staple 


industries continues satisfactorily and 
se are now beginning to make a substantial 
‘ibution to the National economy. Vigorous 
efforts are being made to improve conditions 
in the Highlands and, with the expansion of 


the hydro-electric schemes, further progress is 





locked for. The development of new coalfields 
in the Lothians, Fife and Ayrshire will, it is 
hoped, lead to increased and more varied 


industries in these areas. With the need for 
increased home production of food it is regret- 


table that so much good agricultural land is 
being sacrificed to the doubtful benefit of 


open cast coal mining Both agriculture and 
ishing are plaving a major part in the National 
economy and the Bank's traditional policy of 
close hese industries is being 


association with t 


maintained 





BALANCE SHEET AND LIQUID ASSETS 


Turning now to the Balance Sheet, one of 
the fundamentals of sound banking is the 
maintenance of a strong liquid position and 
throughout just closed we have as 
usual adhered to orthodox principles with a 
substantial margin to spare. At the date of 
the Balance Assets in Cash, Balances 
with other Banks, Cheques in course of collece 
tion, together with Money at Call and Short 
Notice and Bills Discounted (including £1 
million of Treasury Bills) amounted to 
{28,675,000 or per cent. of our total 
Liabilities to the Public in deposits and notes 
outstanding. If we add to this our holding of 
£8 million Treasury Deposit Receipts and our 
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Investment portfolio of over £57 million we 
have liquid resources equal to 87 per cent. of 
our Public Liabilities. The present market 
value of our Investments, which are practically 
all British Government Stocks, is in excess of 
the figure at which they appear in the Balance 
Sheet. 

Compared with twelve months ago our 
Deposits show an increase of slightly over £6 
million. 

Since December 31 last Bank Deposits as a 
whole declined to a greater extent than has 
been usual during the first months of the year, 
but whether this is a reliable indication of the 
iture trend remains to be seen. 





Contrary to general experience there has 
a moderate increase in our Note Cir- 


ation. 





LOANS AND ADVANCES 

Loans and Advances to customers have 
increased during the year by £1,800,000. These 
are well spread over a wide range of industries. 
\ll known bad and doubtful debts have been 
provided for. 

We continue to give the most favourable 
consideration to all reasonable and legitimate 
requests from our customers for assistance. 
We find that calls are being made upon us for 
purposes which normally would have been 
financed out of the borrower’s own resources. 
This is not really a healthy state of affairs and 
unless it can be checked by some abatement 
in the burden of taxation the results may well 
be serious. We are satisfied that Depreciation 
allowances for Income Tax purposes are in- 
adequate. Without doubt these should bear 
some relation to replacement costs which in 
many cases are several times the original 
price of equipment and machinery. 


RESULTS FOR THE YEAR 


[The business of banking, 2s I have said 
before, operates upon a narrow margin of profit 
and it has to accept the hazards and vicissitudes 
inseparable from all forms of trade. The level 
of our expenses has continued to rise, but with 
the additional resources at our disposal profits 
have been maintained. 


liter allowing for taxation and making 
provision for contingencies the nett profits 
are lit aa ‘is oe -+ £302,748 


Add the balance 168,759 


from last year .. 


Making together £471,507 
Out of this there has been transferred 
To Reserve Fund £100,000 
To Trustees for Officers’ 
Pension Fund 30,000 
To payment of a Dividend 
of 12 per cent. for the 
year (less Tax) 158,400 
senate 288,400 


£183,107 





Leaving to be carried forward 
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I think you will agree that the figures may 
be regarded as satisfactory. 


RESERVE FUND 

The Board have thought it desirable to 
transfer to the Published Reserve Fund from 
a Contingency Fund no longer required the 
sum of £300,000 which, with the aforemen- 
tioned allocation of £100,000 from last year’s 
Profits, raises the Reserve Fund to £3 
million. 


BANK’S PREMISES 
AND HERITABLE 
PROPERTIES 
So far as it is possible under present circum- 
stances the Bank’s properties have been main- 
tained in good condition and suitable provision 
has been made against the cost of extensions, 
renovations and improvements. The figure at 
which the properties stand in our books is well 
below their real value. 


DOMESTIC 


In reviewing the year from the more intimate 
domestic angle I would refer to the visit last 
autumn of Mr. Crawford, our Treasurer, to 
South Africa as one of the delegates from the 
Edinburgh Chamber of Commerce and Manu- 
factures to the 16th Congress of Chambers of 
Commerce of the British Empire. During an 
extensive tour of the Union he took the oppor- 
tunity of making and renewing business con- 
tacts with our banking friends and correspon- 
dents there. 


STAFF 

Once again I have pleasure on behalf of the 
Court of Directors in expressing appreciation 
of the efficient service rendered by the Execu- 
tive, Managers and Staff throughout the year. 
The cordial relationship which continues to 
exist between the Management and the Staft 
Association is a matter of satisfaction to us. 


DIVIDEND 


I now have pleasure in moving that the 
Report and Balance Sheet as submitted be 
adopted, and that a final Dividend at the rate 
of 6 per cent., less Income Tax, be now declared, 
payable on 16th current, making, with the 
interim dividend paid in October last, 12 per 
cent. for the year, less Income Tax. 

The motion was agreed to. 

The Lord Elphinstone, K.T., and Mr. James 
Gourlay, B.Sc., were unanimously re-elected 
Governor and Deputy-Governor respectively 
for the current year. 

Mr. William Watson, Chartered Accountant, 
and Lord Dunglass were re-elected Ordinary 
Directors. 


Mr. R. Arthur Morrison, C.A., and Mr. 
Graham Aitchison Usher, C.A., were appointed 
to conduct the audit of the Bank’s books for 
the current year, and a vote of thanks to the 
Chairman terminated the meeting. 
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NATIONAL BANK OF EGYPT 


EXCEPTIONAL 


ACTIVITY IN CREDITS ABROAD 


THE BANK’S PART IN THE COTTON INDUSTRY 


SUBSTANTIAL DEVELOPMENT OF FOREIGN TRADE 


ALY SHAMSY PASHA ON THE 


HE forty-ninth ordinary general meecing 
of the National Bank of Egypt was held 
on March 30 in Cairo. 


Aly Shamsy Pasha (the president) was in 
the chair. 


REPORT AND ACCOUNTS 


The Directors present to the shareholders the 
balance sheet and profit and loss account for 
the year ended December 31, 1948. 


The gross profit for the year, after providing 
for depreciation on the bank’s buildings and 
furniture, for rebate of discount, for doubtful 
debts and contingencies, amounts to :— 


£E.1,740,348 : 242 





After deducting from this 
For Directors’ Fees £E 15,861 : 065 
For Current Ex- 
penses £E.1,153,462 : 460 £E.1,169,323 : 525 
there remains ‘ . £E. 571,024 : 717 


la conformity with Article 49 of the 
Bank’s Statutes a dividend of 4 per 
cent. is payable on the Share Capital £E. 117,000 : 000 








After this distribution there remains {E. 454,024 : 717 
Adding to this the balance brought 
forward from last year £E. 299,105 : 030 


the amount available is £E. 753,129: 747 
Prom this amount the Directors recom- 


ment the payment of an additional 


dividend of 15 per cent. on the Share 
Capital, which will absorb £E. 438,750 : 000 


and to carry forward the balance of {E. 314,379 : 747 


The total dividend for the year will thus be 
at the rate of 19 per cent. An interim dividend 
of 4 per cent. having been paid on September 1, 
1948, there remains to be distributed the 
balance of 15 per cent., which will be paid less 
taxation in accordance with existing laws. 


IMPROVING STERLING POSITION 


BALANCE SHEET, 31st DECEMBER, 1946 
ISSUE DEPARTMENT 
LIABILITIES fE. MM. 
- : 164,000,000 000 


ee 


164,000,000 000 


Notes issued 


ASSETS £E. MM. 

Gold 6,375,873 969 

Egy ptian and British Gov ernment Treasury 
tills and Securities 





157,624,126 031 


164,000,000 000 





BANKING DEPARTMENT 
LIABILITIES £E. MM. 


Share Capital : 
300,000 fully paid Shares of £10 each 2,925,000 000 
Statutory Reserve Fund .. 1,462,500 000 
Special Reserve 1,462,500 000 
Current, Deposit and other Accounts 100,895,140 339 
Egyptian Government ° 44,225,212 208 
Egyptian Government “ Treas Iry Bills’ 
(Law No. 119 of 1948) Special a/c 
Sudan Government 
Bankers’ Accounts 


35,000,000 000 
1,358,492 463 
42,858,571 895 


Cheques and Bills payable . . ; 321,967 569 
Provision for payment of final dividend at 

the rate of 15 per cent. per annum 438,750 000 
Profit and Loss Account Balance 314,379 747 


17,389,442 386 


248,651,956 607 


ASSETS £E MM. 


Government Securities and Securities 
guaranteed by the Egyptian Government 176,215,692 666 


Acceptances, etc 


Sundry Securities .. 384,420 962 
Advances on Merchandise 3s 976,745 025 
Advances on Securities 5957,164 435 
Sundry other Advances pen 756 616 


Bills Discounted , 149,952 305 
Bankers’ Accounts 21,198,514 765 
Money at Call and at Short Notice 14,699,100 000 
Buildings aie < 100,000 000 
Cash : 

N.B.E. Notes £E.10,164,085 : 250 

Other Notes & Coin £E. 8 : 197 

—_——_—_—_—_—————-_ 10, 350,167 447 

Clients’ Liability for Acceptances, etc., as 

per contra .. oe 





17,389,442 386 








248,651,956 607 








J. A. CRAWFORD a 
Y. ZULFICAR ¥. W. LEITH-ROSS, 
Directors. Governor. 
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PROFIT AND LOSS ACCOUNT 


Dr. LE. MM. 
Directors’ Fees 15,861 065 
Current Expenses. oe r < 1,153,462 460 
Interim Dividend at the rate of 4 per cent. 

annum 117,000 000 


Provision for payment of final dividend at 
the rate of 15 percent. perannum .. 
Balance carried forward 


438,750 000 
314,379 747 








2,039,453 272 








Cr. {E. MM. 
Gross Profit for the year ended December 
31, 1948, after providing for depreciation 
on buildings and furniture, for rebate of 
discount, for doubtful debts and contin- 
i 1,740,348 242 
299,105 030 


2,039,453 272 


Balance brought forward from last year 





THE PRESIDENT’S ADDRESS 


The ,international political situation is still 
darkened by clouds and the whole world is 
fearful of what the future holds in store. 
Perhaps we shall have to revise our traditional 
conception of the meaning of peace and 
gradually accustom ourselves to this menacing 
“cold war,’ which, despite its dangerous 
intensity, may continue for a long time. 

This political tension provides a singular 
contrast to the gradual economic rehabilitation 
of the countries which suffered from the war. 

Looking at Europe, one finds indeed a 
marked improvement in the field of production, 
both agricultural and industrial. The indices 
of the volumes of production and of essential 
products have reached and in some cases have 
exceeded pre-war levels. Nevertheless, one 
must take into account, on the one hand, that 
these levels, taken as a basis of comparison, 
were in some cases tending to fall and, on the 
other hand, that there has been in the mean- 
time an appreciable increase in the population. 
Moreover, the fundamental disequilibrium in 
foreign trade still exists, accentuated by fixed 
exchange rates, restrictions and _ general 
inflation. 

In Asia, plans for new installations in India 
have been delayed owing to shortages at the 
sources of supply, and the production of food- 
stuffs remains insufficient to meet the needs 
of the inhabitants. In China, the civil war has 
assumed such proportions that it is difficult to 
foresee when normal conditions in this huge 
production market will be re-established. The 
same applies in the neighbouring regions where 
social disturbances are spreading daily. As 
regards Japan, the situation appears calm, but 
her export capacity, though steadily increasing, 
still falls far short of her requirements in 
foreign exchange. 

EUROPE’S RESTORATION 

Nevertheless, it is the restoration of Europe 
which is of prime importance, for imports of 
Taw materials and considerable quantities of 
equipment goods are still urgently required, 
and only the United States, thanks to the 
enormous expansion of their productive 
strength since 1938, can meet these needs. The 
consequence, for Europe and for the rest of 


the world, is import surpluses, payment for 
which involves not only the gradual exhaustion 
of the reserves of gold and dollars held by 
certain countries, but also an unfavourable 
balance which in 1948 amounted to some 4.5 
milliards of dollars provided by the United 
States in the form of gifts or loans under the 
Marshall Plan. In fact, the United States 
seem prepared partly to finance their exports 
themselves with the object of adjusting the 
disequilibrium in international trade and of 
stimulating the efforts which the countries of 
Europe are making towards recovery. It is to 
be hoped that the optimistic estimates for the 
next four years of the countries who benefit by 
the Plan will be realised, but forecasts are 
subject to so many chances that it is difficult 
to envisage in the years to come an inter- 
national economy other than that based on 
American aid. 

Faced with a situation full of so many 
unknowns, it would be presumptuous to try to 
paint a picture of the economic outlook for 
Egypt. We form part of a world tossed about 
in a current of forces over which we have no 
control but which directly affect our fate. 
There are few ideas that can be expressed 
about the economic and financial situation 
which are not ultimately conditioned by the 
possibilities of the maintenance of peace, the 
restoration of Europe and Asia, and the 
evolution of America’s economy. Having said 
this, let us now take a look at the financial and 
economic situation of Egypt during the course 
of last year. On the whole, and despite the 
natural repercussions of the Palestinian cam- 
paign on economic activity in general, the 
situation appears fairly favourable. 

The satisfactory economic activity which has 
been maintained in this country is, broadly 
speaking, due to the volume and the high 
prices of our crops. 


COTTON 


First, we have had a cotton crop which, 
thanks to a cultivated area more than 200,000 
feddans greater than in the previous season, 
reached 8,430,000 cantars, an increase of 
2,180,000 cantars. Secondly, the crop included 
about 1,000,000 cantars more of long staple, 
which is always in demand. Finally, the very 
large purchases made by the official organisa- 
tions of certain foreign governments operating 
at about the same time produced very pro- 
nounced, but often irregular, upward price 
movements. At the beginning of January, 
1948, Karnak “‘ good ”’ stood at 60 tallaris and 
Ashmouni at 50 tallaris ; in April they reached 
113 and 89 tallaris respectively. Following 
news of the considerable volume of the 
American crop and the size of our own, prices 
declined and early in November Karnak was 
down to 67 tallaris and Ashmouni to 45 tallaris. 
Towards the end of the year, there was a fresh 
rise and Karnak again reached roo tallaris and 
Ashmouni 60 tallaris. 

These fluctuations,which may‘have benefited 
some cultivators who disposed of their crop at 
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the highest prices, nevertheless produced an 
undesirable instability in the market in general, 
and also encouraged the cultivators to hold 
stocks in the hope of higher prices. 

Here mention must be made of the question 
of the general financing of the crop, particularly 
since our departure from the sterling area. Up 
to July, 1947, most of the local banks, through 
the mechanism of our monetary svstem, im- 
ported at the beginning of the cotton season 
the funds necessary for financing the crop. At 
the end of the season these funds freely returned 
to their place of origin. To-day this is no 
longer the case as a result of local restrictions 
on capital transfers. Consequently, last April 
when prices were at their highest, the banks 
and merchants became anxious about their 
capacity to finance, with their own monetary 
resources, acrop which was estimated at {E.150 
millions. Various quarters suggested the inter- 
vention of the Government and of ourselves. 
Our Bank was, of course, prepared to meet the 
need for assisting the other banks where 
necessary, and we therefore offered credit 
facilities at a reasonable rate against the 
guarantee of Government bonds or Egyptian 
or British securities, even if the latter were 
deposited in London, as well as the discount 
of Treasury and commercial Bills. Advantage 
would have been taken of our assistance on a 
larger scale if prices had remained high and if 
the crop had been more rapidly sold in the 
interior. As it was, the financing of the cotton 
crop was effected this season without too much 
difficulty, but the inelasticity of the system is 
evident and it may cause some disappointments 
in the future. 


THE COTTON EXCHANGI 


\ controlling organisation was introduced on 
the market last vear by the re-opening of the 
Cotton Exchange This decision marks a 
return towards more normal conditions since, 
in spite of speculation and the marginal limits 
to which the daily price movements are sub- 
jected, it has produced a steady increase in 
transactions on the Exchange and has led to 
the cessation of Government intervention on 
the market. On the whole, the results achieved 
appear to have justified the decision to re-open 
the Cotton Exchange 


EXPORTS 


Our cotton exports have followed the same 
course as during the previous season, that is to 
say, there has been no marked increase 
4,132,000 cantars from September 1, 1947, to 
March 4, 1948, and 3,951,000 cantars from 
September 1, 1948, to March 2, 1949. Great 
Britain and India together have bought from 
us this year nearly double the amount pur- 
chased during the season 1947-48; on the 
other hand, countries such as France, Italy 
the United States, Belgium, Spain, Czecho- 
slovakia and Switzerland have considerably 
reduced their purchases from us, either on 


account of the high price of our product or 
owing to a shortage of the appropriate cur. 
rency. However, we have been able to dispose 
of an appreciable quantity of cotton by means 
of barter agreements with Japan and Russia 
As regards the reduction in our sales to the 
United States, it appears that this is not only 
due to the system of quotas but also to our 
high prices. Certain American spinners who 
formerly made use of our long-staple cotton 
are to-day turning to synthetic fibres such as 
rayon, nylon, etc. A similar tendency js 
noticeable in other countries. It cannot be 
denied that it is above all the demand from 
abroad which to a great extent determines the 
level of our prices, but other local factors such 
as speculation, the regulation of production and 
the holding of stocks up-country also have their 
effect. Without going so far as to advocate a 
policy clearly tending to bring down prices, 
we consider that undue price fluctuations, 
such as have taken place during the past year, 
are not in the country’s economic interest. 


OTHER CROPS 


As regards the other chief crops, maize, 
wheat, rice and millet, there has been an 
appreciable improvement in the yield due to 
favourable climatic conditions, a wider distri- 
bution of fertilisers and a gradual return 
towards the pre-war system of rotation of 
crops. Production of the eight principal crops 
was about 2 per cent. greater than in 1947 and 
approximately the same as in 1939. But, on 
the other hand, the population has increased 
in the meantime by about 20 per cent. The 
need for increasing the cultivable area, as well 
as the yield, becomes more pressing every day. 
We are happy, therefore, to note that the 
\uthorities have decided to participate in the 
irrigation projects in the region of the Upper 
Nile which will permit an extension of Egypt's 
own irrigation system. 





INDUSTRY 


Industrial activity has been maintained 
during the past year at much the same level 
as in 1947. However, some uneasiness has been 
felt for several months in industrial quarters 
which needs very serious consideration. Its 
causes are numerous, differing widely both in 
origin and in importance, and we have often 
referred to them here. On the one hand, one 
finds a certain lack of foresight, a scale of 
expenditure which is often exaggerated, high 
working costs themselves determined by the 
problems relating to salaries and prices, and 
at times a lack of rational organisation. On 
the other hand, certain taxes which during 
the exceptional war years could be passed on 
in selling prices are now more of a handicap 
in the face of a revival of foreign competition. 
But here we are touching on a problem which 
is already bound up with the search for bud- 
getary equilibrium in the State, or rather with 
the persistent inequality in the distribution of 
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tax burdens between the different sections of 
the national economy. All these factors, and 
many others besides, are capable of adj ustment, 
put it often happens that the Ministerial 
Departments which have the last word in the 
matter are not necessarily those whose function 
it is to study the problems peculiar to industry. 
4s a result, some of the decisions taken are 
not always in accordance with a full under- 
standing of the interests of industry. One 
finds shall we say, a lack of co-ordination, and 
particularly the absence of a constructive 
industrial policy, integrated in an overall plan 
for a better utilisation of all the country’s 
riches for the benefit of the largest number. 
We do not need a rigid planned economy but it 
is already clear that an organism to co-ordinate 
the economic interests in question must be 
created if we wish the remarkable advances 
made by Egyptian industry—to which the 
present Exhibition bears eloquent witness—to 
bear fruit. 


COMMERCE 


Commerce has absorbed without difficulty 
the production of the country and imports 
from abroad, although business has slightly 
slackened since the middle of last year. This 
activity, over the whole of the year 1948, is 
illustrated by a steady increase in the number 
and amount of cheques passed through the 
Clearing Houses. In fact, 847,000 cheques for 
{E.467 millions were handled by the Clearing 
Houses in 1948, against 812,000 for £E.387 
millions in 1947, an increase of 4 per cent. in 
number and 21 per cent. in amount. 

The gold market has been exceptionally 
active, imports amounting to 22.6 tons valued 
at {E.12,600,000. Possibly all this gold has 
not remained in the country, but none the less 
the inflow has affected the market and local 
prices for the dirhem declined from 172 piastres 
at the beginning of 1948 to 153 piastres at the 
end of the year, i.e. a fall of 11 per cent. Over 
the same period the sovereign suffered a 
steeper fall—568 piastres to 419 piastres, or a 
fall of 26 per cent. Rates have continued to 
fall since the beginning of this year, and on 
March 16 the dirhem stood at 138 piastres and 
the sovereign at 355 piastres, though there has 
recently been an improvement in rates. 


THE STOCK EXCHANGE 


In contrast with the pronounced activity on 
the Cotton Exchange, the heaviness of the 
Stock Exchange increased during the year in 
all sections except Land shares, which between 
January and December, 1948, rose by about 
5 per cent. Bank shares, Industrials and the 
remainder declined during the same period by 
II per cent., 6 per cent. and 20 per cent. 
respectively. This uneasiness can be attributed, 
mainly, to international events. But factors of 
a psychological character were superimposed, 
the reasons for which we have just mentioned. 
Let us hope that confidence will return in the 
coming months, 


FOREIGN TRADE 


The most outstanding feature of the past 
year was the substantial development of our 
foreign trade. The value of our imports rose to 
£E.173 millions as against £E.104 millions in 
1947, while our exports rose to {E.143 millions 
compared with £E.g1 millions in the previous 
year. The deficit in the visible balance of 
trade was therefore {E.30 millions as against 
£E.13 millions in 1947. 


The distribution of our trade with the 
different monetary zones shows a favourable 
balance with the sterling area of about f£E.12 
millions, whereas with the hard currency areas, 
there is a deficit amounting to about £E.19 
millions, or more than double that of 1947. 
This is chiefly due to increased imports from 
Canada. From less than fE.1 million in 1947 
they rose to more than £E.5 millions in 1948, 
whereas our exports to that country are 
insignificant. With the transferable sterling 
area, the deficit amounted to about /E.27 
millions. With the other areas our balance is 
favourable. 


The most unfavourable aspect of our foreign 
trade is the disequilibrium of our trade with 
the hard currency countries, which amounts 
to the equivalent of about /E.19 millions. 
This deficit has been covered partly by so- 
called invisible receipts, such as the £E.6} 
millions in hard currency received under the 
Anglo-Egyptian Financial Agreement and 
£E.4$ millions paid in dollars on account of 
the Suez Canal transit dues, and partly by the 
sale of Egyptian products against these cur- 
rencies for an amount of £E.5 millions. Finally, 
part of the goods coming from the dollar area 
and classified as such has been bought in other 
countries and paid for in sterling. 


BALANCE OF PAYMENTS 


We had to deal with the problems of our 
international payments in 1948 in more 
difficult conditions than during the previous 
year. Our difficulties have not been due to a 
shortage of liquid sterling funds. The sterling 
released under our financial agreements with 
Great Britain proved amply sufficient. But 
our sterling balances showed a tendency, during 
the first half of last year, to increase at a dis- 
turbing rate owing to the large purchases of 
cotton effected in this currency. This tendency 
was reversed during the second half of the 
year following the lifting of all restrictions on 
imports payable in sterling, and also cwing to 
the settlement of orders placed abroad by the 
Government. The net result for the year 1948 
is that Egypt has utilised her current sterling 
revenue, including the interest which she 
receives on her assets, and has reduced her 
capital claims by about £7 millions. 


Nevertheless, for a transitory period, Egypt 
is faced with a task which will certainly require 
the utilisation of her balances at a much higher 
annual rate. In order to make good the 
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deficiencies in our national equipment which 
was overworked during the war, we had 
counted on the possibility of making use of 
our sterling balances, which form almost the 
whole of our foreign currency reserves. The 
development of our means of agricultural and 
industrial production was of no less pressing 
urgency if only to meet the needs of the 
increasing population, the majority of whom 
live already on a very low standard. However, 
as production in the sterling area is still 
inadequate, the possibilities of obtaining our 
supplies from this source have unfortunately 
not come up to our expectations. We have 
therefore been obliged to seek elsewhere the 
materials and products which were lacking. 
In this connection a number of problems have 
arisen owing to the relative inconvertibility of 
sterling. 


BI-LATERAL AGREEMENTS 


To meet the situation the Government has 
been obliged to have recourse to various 
methods. 


With the easy-currency countries the 
Government made bi-lateral agreements, such 
as the Franco-Egyptian Agreement which 
allows France to finance her purchases in 
Egypt in exchange for which we hope that 
she will be able to supply us with a greater 
proportion of essential goods. Two other 
agreements have been concluded, one with 
that part of Germany which is under Anglo- 
American control and the other with Hungary, 
while negotiations are taking place with Japan. 
It is too soon yet to judge what results these 


agreements will produce 


countries with hard currencies, 


As regards the 
l n francs, 


such as the dollar, the Swiss and Bel: 
the problem was more complex, for if the sale 
of scarce products such as rice and oil-cake has 
resulted in the acquisition of appreciable 
amounts of foreign currency, on the other hand 
the high prices of our cotton were driving away 
from our market precisely those countries 
whose currency we needed. onsequently, cases 
occurred where cotton bought from us in 
sterling was resold in hard-currency countries 
at prices a good deal lower than those corres- 
ponding to the official exchange parities. The 
hard currency receipts from this triangular 
trade, therefore, merely profited the countries 
acting as middlemen. Switzerland was the 
only country which took measures to secure 
that the proceeds of sale of all Egyptian 
cotton imported, even indirectly, should be 
credited in Swiss francs to the account of 
Egypt. 








The Government was thus led to undertake 
sales by auction of its own stocks of cotton 
against payment in hard currency only and 
the prices obtained were much below the 


market quotations in sterling. Here again, it 
was the easy currency countries which came 
forward as buyers, thereby finding a profitable 
method of utilising their dollars. On the other 


hand, Egypt has obtained part of her imports 
from the dollar area by paying sterling to 
intermediary countries which accepted this 
method of payment but at prices corresponding 
to the unofficial rates. Such operations have 
the effect of turning business away from the 
normal channels, but many countries will cop. 
tinue to follow this practice so long as the 
official exchange rates do not correspond with 
reality. Fortunately, signs of improvement in 
the position of sterling can be seen every day, 
and it is to be hoped that by the efforts which 
Great Britain is making and the aid which she 
is drawing under the Marshall Plan, the official 
parity of the dollar will become effective. 


THE ANGLO-EGYPTIAN FINANCIAL 
NEGOTIATIONS 


The Anglo-Egyptian Financial Agreement 
which was signed on January 5, 1948, expired 
on December 31 last. Negotiations for a new 
agreement were begun on December 30 and 
are about to be concluded. The main object 
of the present discussions is to fix the amounts 
in dollars and sterling which Egypt will be 
able to obtain this year by drawing on her 
balances. Let us hope that the foreign 
exchange which will be placed at our disposal 
will permit us to supply ourselves both in the 
sterling area and in the hard currency areas 


THE NOTE ISSUE 


After a slight contraction during the last 
two years, the Note Issue has again increased 
and at the end of December, 1948, it amounted 
to £E.164 millions, a level which has never 
been reached before. ‘This figure shows an 
increase of {E.19 millions over the amount of 
the Issue at the end of 1947 and £E.16 millions 
compared with the position at the end of 1945 
This expansion in the Issue is due on the one 
hand to a rise of more than 50 per cent. in 
cotton prices over the period of a year, and on 
the other to a tendency to hoard bank-notes 
which we hope is temporary. However, the 
increase has not been accompanied by a 
parallel rise of prices in general. In fact, the 
wholesale price index has declined since last 
July and in December was only 4 per cent. 
higher than in December, 1947, while the cost 
of living index showed practically no change. 


The composition of the Note Issue cover has 
undergone some important changes in the 
course of the year following the promulgation 
of Law No. 119. The main effect of this Law 
is to abrogate, for future increases of the Note 
Issue, the system inaugurated by the Minis- 
terial Arrété of October 30, 1916, which 
allowed our bank-notes to be covered, in 
addition to gold, by British Treasury Bills 
without limit. As a result of the new Law, 
the conversion of sterling into Egyptian 
pounds, and vice versa, is no longer automatic 
but will be subject to the Exchange Control, 
like operations in other currencies. 
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In consequence, we held in the Note Cover 
Egyptian securities valued at £E.35,670,000, or 
21.75 per cent. of the total cover, on December 
31, 1948, as against {E.11 millions, or 7.75 
per cent., on July 1, 1948. 


THE BUDGET 


The estimates in the current budget are not 
jefinite, as they are under revision by the 
Government. The final form of the budget 
will therefore very probably differ from the 
figures recently submitted to Parliament. 
These estimated £E.164 millions for Expen- 
diture and £E.147 millions for Receipts, leaving 
a deficit of about £E.17 millions which will be 
covered by taking about fE.13 millions from 
the General Reserve of the State, the remaining 
fE.4 millions being made up by drawing on 
the {E.30 millions raised from subscriptions to 
the two recent loans for Palestine. Two loans 
of {E.15 millions each were issued, one a 
middle-term loan bearing interest at 24 per 
cent. and the other a long-term loan at 3 per 
cent., and, as you know, they were covered 
on the day subscriptions opened. 


Compared with the budget of the previous 
financial year, the present one shows a reduc- 
tion of about {E.20 millions in Expenditure 
and an increase of {E.54 millions in Receipts. 


We have so often pointed out the inequality 
of the distribution of taxation over the different 
classes of taxpayer that we cannot but welcome 
with satisfaction the fact that Parliament has 
accepted the principle of a Law establishing a 
general income tax on a sliding scale. One 
might say much about the practical details of 
this Law, such as the amounts which are tax- 
free, the rate at which the scale rises, and the 
eventual total yield of this tax. It is, however, 
too soon to express a considered view of the 
effect of this Law on the general economy, and 
only the results will allow one to judge whether 
the objects to which it is directed will be 
effectively realised. Nevertheless, it does con- 
stitute a first step towards a more equitable 
distribution of taxation. 


In the figure for total Receipts, it will be 
seen that Customs, Excise and Harbour Dues 
are estimated at about £E.66 millions, or 45 
per cent. of the whole, while the tax on movable 
property, income tax, the exceptional profits 
tax, stamp duty, etc., amount to {E.26 millions, 
or 18 per cent., and the land tax to {E.5,206,000 
or 3.5 per cent. only. 


Under the heading of Expenditure, let us 
hope that the allocation of £E.43 millions for 
New Works will be utilised in order to increase 
our productive activity. 


THE SUDAN 


The dominant feature of the economic 
situation in the Sudan last year was the rise 
in the price of cotton. During the course of 
the year the prices have almost doubled and 


the value of exports of cotton reached the 
unprecedented figure of £E.18} millions, or 
£E.8}4 millions more than in 1947. Together 
with cotton-seed, exports of this product repre- 
sented 78 per cent. of the total. The country 
has thereby certainly benefited, for prices of 
the goods bought from abroad in exchange did 
not increase in the same proportion. However, 
the result has been an increase of inflation 
which is reflected in a steep rise in the cost of 
living. To counteract the effects of this, the 
authorities have increased the cotton export 
tax and imposed some new taxes, at the same 
time postponing certain expenditures and 
encouraging imports. 


The estimates for the 1949 budget amount 
to {E.15% millions for Receipts and fE.11} 
millions for Expenditure. More than half of 
the surplus of £E.4 millions will be allocated 
to the provision for the Five Year Plan, which 
will thus reach £E.10 millions, and the re- 
mainder to various reserves. 


These developments have naturally had 
their effect on the business of our offices in the 
Sudan, which show an increase of 68 per cent. 
in the amount of deposits and greater activity 
in transactions with foreign countries. 


THE BALANCE SHEET 


The total of the balance sheet which we 
present to you to-day is £E.248,651,956, an 
increase of £E.28 millions over the total at 
December 31, 1947. The principal increase is 
under the heading Acceptances, which accounts 
for more than f/E.12 millions, reflecting excep- 
tional activity in credits opened abroad. 


Our holding of Government and other 
securities is up by fE.9 millions, due almost 
entirely to Egyptian Government Treasury 
Bills issued under Law No. 119 of 1948 which 
we hold in the Banking Department as a 
reserve for eventual increases in the Issue. 


Cash and balances with foreign bankers each 
show an increase of over £E.2 millions. You 
will also notice that the heading Buildings now 
stands at £E.100,000 as against £E.75,000 the 
previous year. During 1948 considerable ex- 
penditure was incurred on the construction of 
our new premises at Khartoum and the exten- 
sion to our Head Office building in Cairo, 
where further accommodation had become 
essential. Also, as no further extensions can 
be made to the latter, we took the opportunity 
to acquire a building in Sharia Bank el Watani 
behind the Bank. The greater part of this 
expenditure has been written off, but we have 
added £E.25,000 to the value of buildings. 


Advances show an increase of about fE.1 
million, mostly due to a larger figure for 
advances against securities to local banks for 
the financing of the cotton crop. 


On the liabilities side of the balance sheet, 
the most noteworthy change is in the Govern- 
ment accounts. The ordinary account of the 
Ministry of Finance shows a reduction of 
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¢E.43 millions during the course of the year, 
of which £E.24 millions was utilised by the 
Government for the redemption of the 2} per 
cent. Cotton Loan. 


A new heading now figures in our balance 
sheet, the special account of the Government, 
amounting to /E.35 millions, representing 
Treasury Bills issued under Law No. 119 of 
1948 and discounted by us for the purpose of 
covering any increase in the Note Issue. The 
reason why these bills are placed in a special 
account is that under the terms of the Minis- 
terial Arrété, the Government has undertaken 
not to draw on this credit. 

Deposits from the public are up by £E.20 
millions which is partly due to the redemption 
of the Cotton Loan. Deposits with our London 


Office and certain foreign accounts held in 


Egypt are also substantially larger. 


PROFIT AND LOSS ACCOUNT 

Our Profit and Loss account shows a net 
profit of £E.1,740,000 against £E.1,591,000 for 
the previous year, an increase of £E.149,000. 
On the other hand, our expenses amount to 
fE.1,169,000 as against £E.1,077,000 in 1947, 
showing an increase of {E.92,000. Taxation is 
slightly higher but the greater part of the 
increase represents expenditure in connection 
with newly engaged staff. As the growing 
complexity of our business is constantly 
requiring additions to our staff, we contemplate 
mechanising our accounts system. Here we 
should like to stress the devotion to duty of 
our staff who deserve our praise and thanks. 
We have thought it well to mark our apprecia- 
tion of their services by the payment of a 
special bonus equivalent to month’s 
salary on the occasion of the fiftieth anniversary 
of the Bank. 


It is interesting to compare the figures of our 
profits over the last 20 years, from 1928 to 1948. 
During this period our gross profits have in- 
creased from {E.1,099,000 to £E.1,740,000 and 
our expenses from £E.464,000 to {E.1,169,000 
[he main reason for this large increase in our 
expenses is taxation which was non-existent 
20 years ago. The remainder is due to the 
greater cost of staff salaries and allowances, 
not only for the reasons which have been given, 
but also because the emoluments of the lower 
srades have had to be increased to meet in 
some measure the rise in the cost of living. 
On the other hand, our other expenses show 
remarkably little alteration. 

You will naturally understand that before 
striking the figures for gross profits, allocations 
are made to various reserves and contingency 
accounts in accordance with our traditionally 
prudent policy. 


The net profits amount to £E.571,000 as 
against £E.514,000 for 1947 which enables us to 
propose a dividend 2 per cent. greater than the 
previous year, i.e. 19 per cent. per share. This 
will absorb £E.556,000 and leave £E.15,000 to 
add to the Carry Forward which will thus be 


one 


£E.314,000. You may rest assured that whey 
recommending this increase of dividend, we 
have taken fully into account this year, as jp 
the past, the necessity of strengthening oy, 
internal reserves with a view to building upa 
substantial buffer to absorb any shocks ang 
particularly those that might be caused by ga 
fall in the market value of our portfolio. ~ 


NOMINATIVE SHARES 

You know that under our Statutes our shares 
had to be converted into nominative shares as 
from June 25, 1948. The conversion operation 
as well as subsequent transfers, proceeded 
smoothly and up to March 15, 1949, out of the 
300,000 shares representing our capital, 250,752 
shares have been presented for conversion into 
nominative form. Of this figure 152,127 shares, 
or 61 per cent., belong to holders resident ip 
Egypt. 

As at March 15, 1949, the nationalities of 
holders of our nominative shares were ag 
follows: 34 per cent. of Egyptian nationality, 
18.5 per cent. Greek, 18.5 per cent. French, 
15 per cent. British and 14 per cent. of various 
other nationalities. Moreover, there is a 
tendency towards the gradual repatriation of 
our shares. 


THE SCHOLARSHIP FUND 


The question of the professional standard of 
bank employees has always had the close 
attention of your Board of Directors. On the 
occasion of the Bank’s fiftieth anniversary, 
therefore, the Board proposes to set aside 
annually a sum of £E.2,000 in order to allow 
a young Egyptian, working in a bank in 
Egypt, to go abroad for a year and take 
specialised courses or undergo training in a 
bank. This scholarship will be open to com- 
petition and we propose to ask the Dean of the 
Faculty of Commerce of the Fuad rst Univer- 
sity, or his representative, and a delegate from 
the Royal Society of Political Economy, 
together with a representative of the Bank, to 
form a committee which will decide the best 
candidate. In addition, an expert in banking 
and financial matters will be invited from time 
to time to come and give a course of lectures 
in Egypt. 


THE BOARD 


Your Board was saddened last year by the 
death on April 7, 1948, of its oldest member, 
Mr. Michel C. Salvago. He had been on the 
Board since 1902 and always took a very 
active part in our affairs. His great business 
experience and wise judgment were invaluable 
to us, and his loss is deeply regretted. 

Finally, His Excellency Cherif Sabry Pasha 
and Messrs. A. C. Hann and J. A. Crawford 
retire by rotation and offer themselves for re- 
election. 

The report and accounts were adopted. 
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